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OVERSIGHT— SBA  7(A)  LENDING  PROGRAM 


WEDNESDAY,  JANUARY  25,  1995 

House  of  REPRESE^^^ATIVES, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:04  a.m.,  in  room 
2359-A,  Raybum  House  Ofifice  Building,  Hon.  Jan  Meyers  (chair- 
woman of  the  committee)  presiding. 

Chairwoman  Meyers.  Good  morning.  Today,  the  Committee  on 
Small  Business  will  hear  testimony  regarding  the  Small  Business 
Administration's  flagship  program,  the  7(a)  Greneral  Business 
Guarantee  Loan  Program.  This  year  the  7(a)  Program  will  provide 
guarantees  for  $7.8  billion  of  small  business  loans,  most  of  them  for 
amounts  under  $100,000,  to  small  businesses  unable  to  obtain 
credit  elsewhere.  This  is  a  significant  aid  to  what  is  widely  consid- 
ered small  business'  greatest  obstacle — access  to  capital. 

Unfortunately,  even  this  amount  of  aid  appears  to  be  insufficient. 
Despite  these  actions,  as  we  will  hear  from  our  witnesses,  demand 
has  continued  at  a  rate  which  would  have  drained  the  program  by 
July.  As  our  senior  Members  will  recall  in  the  last  Congress,  the 
committee  worked  on  and  adopted  a  number  of  modifications  to  the 
7(a)  Program  designed  to  make  it  more  cost  efficient  while  retain- 
ing program  level.  While  these  changes  were  effective,  it  is  clear 
that  many  of  the  same  budget  problems  still  exist.  We  cannot  ex- 
pect any  supplemental  fiinds  to  tide  the  7(a)  Program  over. 

The  testimony  we  will  hear  today  will  discuss  the  current  short- 
fall, the  remedies  that  have  been  taken,  and  what  future  measures 
may  need  to  be  taken  to  ensure  the  continued  viability  of  this  pro- 
gram. I  will  say  this,  I  am  committed  to  moving  forward  to  solve 
this  program's  problems  and  I  will  commit  this  committee  to  the 
same  end. 

We  have  with  us  today  Mr.  Philip  Lader  and  then  later  a  full 
panel  of  people  who  we  will  hear  from,  but  first,  let's  hear  from  Mr. 
Lader,  the  Administrator  of  the  Small  Business  Administration. 
Mr.  Lader  was  formerly  White  House  Deputy  Chief  of  Staff  and  be- 
fore that  was  Deputy  Director  of  the  Office  of  Management  and 
Budget.  Mr.  Lader,  if  you  would  like  to  introduce  the  people  who 
are  with  you,  Miss  Forbes  and  Mr.  Cox. 

[Chairwoman  Meyers'  statement  may  be  found  in  the  appendix.] 
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TESTIMONY  OF  PHILIP  LADER,  ADMINISTRATOR,  SMALL  BUSI- 
NESS ADMINISTRATION,  ACCOMPANIED  BY  PATTY  FORBES, 
DEPUTY  ADMINISTRATOR  FOR  ECONOMIC  DEVELOPMENT 
AND  JOHN  COX,  ASSOCIATE  ADMINISTRATOR  FOR  FINAN- 
CIAL ASSISTANCE 

Mr.  Lader.  Madam  Chairwoman,  thank  you  very  much  for  this 
opportunity  to  visit  you  and  members  of  your  committee,  Congress- 
man Torkildsen,  counsel,  members  of  your  staff,  we  appreciate  the 
chance  to  be  with  you.  Let  me  introduce  Patricia  Forbes,  who  is  our 
Deputy  for  Economic  Development  and  John  Cox,  our  Associate  Ad- 
ministrator for  Financial  Assistance.  They  are  the  true  experts  on 
the  subject  matter  7(a). 

We  are  particularly  pleased  to  be  addressing  at  the  start  of  the 
new  year,  this  cornerstone  program,  of  the  entire  SBA,  the  7(a) 
Program,  our  (jovernment  ^aranteed  business  loan  program. 

Let  me  ask.  Madam  Chairwoman,  if  my  written  testimony  might 
be  submitted  and  entered  into  the  record. 

As  you  well  know,  I  have  been  a  businessman  my  entire  career. 
I  focused  on  management  turnarounds.  For  that  reason,  that  is  the 
perspective  you  will  be  hearing  today  as  I  address  the  7(a)  Program 
particularly. 

I  look  forward  to  working  closely  with  this  committee,  building 
upon  the  terrific  record  that  Erskine  Bowles,  my  predecessor,  es- 
tablished, and  helping  champion  the  cause  of  small  business  in  this 
country. 

One  parenthetical  prefatory  remark,  as  we  look  at  the  impact  on 
small  business,  I  think  we  need  always  to  be  mindful  that  the  21 
million  small  businesses  in  America  generate  one  out  of  every  two 
jobs  in  the  private  work  force  and  generate  about  40  percent  of  the 
gross  domestic  product.  That  is  what  we  are  really  talking  about 
as  we  focus  today  on  the  7(a)  Program.  Unfortunately,  the  needs 
of  small  businesses  are  often  not  met  in  the  private  capital  mar- 
kets. This  is  because  banks  don't  make  the  long-term  business 
loans  that  small  businesses  need.  They  are  also  hesitant  to  take 
the  risk  involved  in  lending  to  brand  new  businesses. 

Leading  up  to  June,  the  White  House  Conference  on  Small  Busi- 
ness, there  have  been  about  60  State  and  regional  conferences.  At 
every  one  I  have  attended  and  all  reports  I  have  heard  from  others, 
access  to  capital  continues  to  be  first,  second,  or  at  most  third  of 
the  major  concerns  of  small  business  persons. 

I  would  like  to  refer  to  some  charts.  Madam  Chairwoman,  to  help 
explain  why  I  believe  the  SBA  is  a  splendid  public-private  partner- 
ship. Let  me  explain  the  mechanics  that  sometimes  are  misunder- 
stood about  the  7(a)  Program. 

The  preponderance  of  the  capital  that  is  provided  in  this  pro- 
gram, I  am  pleased  to  say  as  a  former  businessman,  is  private  cap- 
ital. This  is  not  a  (jovernment  direct  loan  program,  not  a  Govern- 
ment handout.  The  lenders,  more  than  7,000  of  them,  participate 
in  this  program  around  the  country.  They  participate  because  of 
the  Government  loan  guarantee  which  you  all  provide.  To  do  so, 
there  is  a  so  called  "subsidy"  and  that  subsidy,  as  you  are  well 
aware,  is  much  like  a  savings  account.  It  is  a  bad  loan  loss  reserve 
to  cover  any  potential  losses.  That  amount  is  determined  by  0MB 
each  year.  This  year,  2.74  percent  is  the  amount  determined  to  be 


the  subsidy  rate.  What  that  means  to  a  businessperson  is  that  for 
every  $100  to  be  guaranteed  of  the  loans  made  by  the  7,000  private 
sector  lenders  using  their  own  private  capital,  the  Government 
says  that  $2.74  must  be  appropriated  in  that  savings  account  for 
potential  losses.  Then  with  various  fees,  these  are  the  funds,  again, 
the  preponderance  of  which  are  private  capital,  that  were  made 
available  last  year  to  some  36,000  businesses  around  the  country. 
Then  that  money  is  paid  back  to  these  private  lenders,  continuing 
their  liquidity,  allowing  them  to  make  additional  loans  for  startup 
businesses  and  for  the  growth  of  other  small  businesses. 

As  in  any  loan  program,  there  are  some  small  loan  losses,  a  sub- 
ject I  will  address  in  a  few  minutes,  and  that  is  covered  by  the  sub- 
sidy rate.  If  we  take  a  look  at  the  total  portfolio,  the  7(a)  portfolio 
today  is  $23  billion.  It  consists  of  about  126,000  loans.  Think  of  the 
number  of  small  businesses  impacted  by  this  program.  As  you  can 
see,  retail,  manufacturing,  wholesale,  agriculture,  service,  the  en- 
tire American  economy  is  impacted  by  the  startup  and  growth  of 
the  small  businesses  through  the  7(a)  Program  (Chart  I). 

Let  us  look  at  the  demand  for  the  7(a)  Program  loans,  however 
(Chart  II).  As  recently  as  1991,  19,000  loans  were  made  in  this  pro- 
gram. I  emphasize  not  (jovernment  loans  but  private-sector  loans 
made  by  private  lending  institutions.  Last  year,  it  grew  to  36,000. 
The  demand  this  year  is  such  that  we  will  make,  we  estimate, 
56,000  loans.  Not  that  the  SBA  will  make  but  private  lenders  will 
make  them  guaranteed  through  the  7(a)  Program. 

But  a  very  interesting  side  point,  the  average  size  of  the  1991 
loan  was  $231,000.  Our  goal  this  year  and  our  projection  is  that 
the  average  loan  will  be  $139,000.  So,  you  see  the  number  of  loans 
increasing  dramatically  but  the  size  of  the  loans  is  decreasing  and 
helping  the  SBA  to  reach  the  smaller  borrowers,  the  truly  small 
businesses  of  this  country. 

If  we  look  at  that  in  another  way,  in  1991,  private  sector  lenders, 
many  of  whom  are  represented  in  the  room  today,  committed  $4 
billion  of  their  funds  to  the  7(a)  Program.  Last  year,  it  doubled  to 
$8  billion  of  private  capital.  This  year,  limited  only  by  the  appro- 
priation through  the  subsidy  rate,  we  estimate  that  there  will  be 
$7.8  billion  made  available.  In  fact,  the  demand  is  much  higher 
and  would  be  going  even  higher,  but  for  the  appropriation. 

As  a  businessman,  I  get  concerned  when  I  see  this  kind  of 
growth  and  I  say  does  that  mean  more  big  Government?  If  there 
is  one  thing  that  I  would  hope  this  committee  could  remember,  it 
would  be  this  chart  (Chart  III). 

Let  us  go  back  to  1980.  The  7(a)  Program  in  1980  did  $3.7  billion 
in  loans.  Again,  last  year,  $8.2  billion.  So,  in  the  15-year  period, 
you  see  that  private  capital  has  been  doubled  under  this  program. 
But  in  that  same  period  of  time,  the  number  of  employees  at  SBA 
has  gone  from  4,800  to  3,600,  so  that,  contrary  to  other  trends  in 
the  Federal  Government,  while  the  program  has  encouraged  more 
private  capital,  doubling  the  amount  available  to  the  program,  we 
have  reduced  by  a  quarter  the  size  of  the  Federal  employees  in- 
volved in  the  oversight  of  the  program. 

The  next  question  I  would  raise  as  a  businessman,  what  about 
the  health  of  the  portfolio?  What  is  the  potential  exposure  or  liabil- 
ity of  taxpayers?  If  you  look  at  the  current  $23  billion  portfolio,  I 


am  pleased  to  report  that  about  90  percent  of  the  monthly  pay- 
ments are  current,  which  means  it  is  a  very  healthy  portfolio,  that 
all  these  payments  are  made  within  30  days  of  their  due  date.  The 
balance  are  30  or  60  days  behind.  Contrary  to  recent,  even  this 
morning's  news  reports,  we  have  one  of  the  lowest  loss  rates  of  any 
of  the  Government-guaranteed  loan  programs.  This  is  particularly 
interesting  if  we  look  at  the  historical  health  of  the  portfolio.  Be- 
cause as  I  said,  right  now  we  have  a  90  percent  currency  rate, 
meaning  90  percent  of  the  monthly  payments  are  being  made  in  a 
timely  fashion.  But  as  recently  as  the  1980's,  it  was  down  to  70 
percent,  only  70  percent  being  current.  So,  this  is  a  very  healthy 
trend  line,  as  you  can  see,  of  the  improved  quality  of  the  loan  port- 
folio. 

One  of  the  reasons  you  asked  us  to  come  this  morning  was  to  ad- 
dress a  cap  that  was  recently  instituted  and  we  will  discuss  that 
in  more  detail.  But  I  think  it  would  be  useful  for  Madam  Chair- 
man, you,  and  the  members  of  the  committee  to  have  a  sense  of 
the  number  of  loans  and  the  dollar  amount  of  those  loans  made  in 
recent  years. 

The  green  on  this  chart  represents  the  number  of  loans  made  in 
1991,  19,000;  this  year  projected  56,000  (Chart  II).  The  orange  rep- 
resents the  percentage  of  those  loans  for  $100,000  or  less,  so  that 
you  see  in  1991  about  one-third  of  the  loans  made  were  to  borrow- 
ers seeking  less  than  $100,000.  This  year  we  are  projecting  two- 
thirds  of  the  loans  that  will  be  approved  by  SBA  will  be  in  the 
amount  of  $100,000  or  less.  So,  you  see  in  this  4-  or  5-year  period 
a  doubling  in  the  percentage  of  the  loans  made  going  to  the  smaller 
borrowers,  a  trend  line  which,  frankly,  we  think  is  helping  the 
startup  of  truly  small  businesses. 

In  the  conclusion  of  this  analysis  I  show  you  this  one  snapshot 
to  help  you  and  me  better  understand  where  the  loan  program  is 
today  (Chart  IV).  The  red  represents  the  borrowers  last  year  who 
sought  loans  of  $100,000  or  less.  Fifteen  thousand  businesses  had 
loans  approved,  42  percent  of  the  loans  made  were  $100,000  or 
less,  and  that  comprised  10  percent  of  the  funds  in  this  program. 

On  the  other  hand,  if  you  look  at  the  gray,  these  are  loans  over 
$500,000.  There  were  only  3,800  of  those  borrowers.  But  those 
3,800  borrowers  seeking  $500,000  or  more  got  36  percent  of  the  pie 
of  the  funds  available  to  the  7,000  lenders.  So,  you  see  the  particu- 
lar concern  that  we  have.  I  recognize  the  need  of  the  larger  small 
businesses,  but  we  believe  with  the  title  "Small  Business  Adminis- 
tration" that  we  have  a  very  important  commitment  as  well  to  the 
smaller  borrowers,  as  you  can  see  we  are  improving  on. 

But  if  I  might  conclude  with  this,  the  7(a)  Program  is  not  just 
charts.  It  is  not  numbers.  It  is  not  just  graphs.  It  really  is  real  peo- 
ple. Let  me  give  you  two  illustrations  in  conclusion. 

P,B.&  J.,  Paul  Khoury  and  Bill  Crooks  own  six  restaurants  in 
Kansas  and  Missouri.  TTiey  got  started  with  a  $115,000  7(a)  loan 
and  opened  the  doors  of  their  first  restaurant,  the  Paradise  Diner 
in  Overland  Park,  Kansas,  in  1987.  Five  more  came.  This  year  they 
are  opening  their  seventh  operation.  Their  sales  last  year  exceeded 
$10  million.  They  expect  to  reach  $16  million  this  year  and  they 
now  employ  400  individuals. 


The  second  example,  in  conclusion,  makes  clear  how  the  SBA 
7(a)  Program  oftentimes  helps  the  entire  community.  Benton,  Illi- 
nois, early  1980's,  town  of  7,000  people.  Unemployment  rate  over 
10  percent  because  of  massive  layoffs  in  the  coal  mines.  But  there 
was  a  small  businessman,  Fred  Claxton,  who  came  up  with  the 
idea  of  using  an  existing  facility,  an  empty  manufacturing  facility, 
to  manufacture  boats.  He  went  to  the  local  lender  and  he  said  good 
idea  but  it  is  too  risky.  If  there  had  not  been  the  7(a)  Program,  that 
would  have  been  the  end  of  the  story  for  that  community.  But  that 
lender  went  to  the  SBA,  got  a  guarantee  through  the  7(a)  Program, 
and  with  $400,000  from  a  private  lender  guaranteed  by  the  Grov- 
ernment,  Mr.  Claxton  began  operations.  Today,  that  company  has 
sales  of  $25  million,  including  $3  million  in  exports,  and  a  work 
force  of  125  people.  I  believe  that  is  the  kind  of  small  business  suc- 
cess story  we  need  more  of  in  communities  across  this  country. 

My  fmal  point:  This  is  not  your  father's  SBA.  Reports  like  news 
stories  even  this  morning  are  referring  to  historical  anecdotes  of 
the  SBA,  not  the  program  as  it  has  been  in  the  last  2  years.  This 
is  not  a  handout  or  grant  program,  and  even  direct  loans  are  only 
a  tiny  percentage  of  our  current  lending.  I  believe  this  is  a  splendid 
public-private  partnership,  and  I  am  anxious  to  respond  to  all  of 
your  questions. 

[Mr.  Lader's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  I  will  ask  some  questions.  I  will  keep  it 
brief.  We  have  another  panel. 

You  mentioned  it  a  couple  times.  There  was  a  newspaper  article 
this  morning,  I  can't  find  it  right  now,  but  it  said  something  about 
the  high — was  it  referring  to  all  SBA  Programs  or  just  the  7(a)  Pro- 
gram?— had  one  of  the  highest  default  rates  in  the  country.  I  can't 
remember  exactly  how  it  was  worded.  But  I  do  think  that  is  false. 
Can  you  make  some  kind  of  a  comparison  for  us,  Mr.  Lader?  Our 
default  rate  is  1  to  2  percent,  isn't  it?  And  on  the  7(a)  Program? 

Mr.  Lader.  Our  loss  rate  is  1  to  2  percent. 

Chairwoman  Meyers.  What  is  that  in  relation  to  banks,  to  other 
lenders? 

Mr.  Lader.  We  have  a  very  healthy  portfolio  and  you  point  out 
an  egregious  error  in  this  morning's  Washington  Times.  The  col- 
umnist said,  "it  is  the  practice  that  gives  the  SBA  one  of  the  high- 
est default  rates  in  Washington." 

That  is  not  the  case.  Actually  in  the  7(a)  Program,  our  current 
loss  rate  is  approximately  1.3  percent,  which  compares  quite  favor- 
ably with  the  1  to  IV2  percent  of  commercial  lenders.  If  you  look 
at  the  currency  rate,  in  other  words,  the  loans  being  repaid  on  a 
timely  basis,  within  30  days  of  the  monthly  due  date,  about  90  per- 
cent are  current,  and  that  is  very  healthy.  So,  if  you  look  at  the 
small  percentage  of  loans  in  liqmdation  and  the  recovery  there- 
from, I  think  any  analyst — and  I  invite  this  columnist  to  look  at 
the  numbers,  will  see  we  have  one  of  the  best  rates  of  any  Govern- 
ment guaranteed  loan  program  and  it  compares  quite  favorably 
with  the  private  sector. 

Chairwoman  Meyers.  Recently  you  administratively  limited  the 
amount  of  the  loan  that  you  can  get  in  the  7(a)  Program  to 
$500,000  and  the  previous  hmit  had  been  $750,000.  This  doesn't 
mean  that  borrowers  can't  borrow  more.  It  is  just  that  the  SBA  will 


not  guarantee  more  under  the  7(a)  Program  than  $500,000.  We 
have  heard  some  reverberations  from  the  community. 

So,  while  you  have  said  most  loans  are  under  $100,000  or  in  the 
range  of  $100,000,  there  must  be  a  significant  number  of  larger 
loans.  Over  how  long  a  period  is  the  repayment  of  these  loans?  I 
presume  it  varies.  But  if  you  can  speak  generally.  Then  is  it  be- 
cause of — what  other  suggestions  could  you  make,  Mr,  Lader,  on 
how  we  could  extend  the  money  in  the  7(a)  Program,  make  it  go 
farther  other  than  limiting  the  amount  of  the  loans? 

Mr.  Lader.  Madam  Chair,  I  hope  you  and  your  colleagues  might 
allow  me  to  spend  a  minute  thinking  through,  putting  yourself  in 
my  shoes  over  these  last  few  months  seeing  the  picture  of  this  pro- 
gram. In  the  about  4  months  since  I  have  been  in  this  job,  we  have 
been  averaging  approval  of  7(a)  loans  in  the  amount  of  $38  million 
a  day.  That  compares  with  the  comparable  period  of  last  year  of 
$30  million  a  day. 

There  is  greatly  increased  demand  for  these  loans.  However,  be- 
cause of  our  appropriation  for  the  subsidy,  the  savings  account  for 
potential  bad  losses,  we  are  limited  to  $7.8  billion  of  loan  guarantee 
approvals  in  this  year.  So,  we  were  going  to  be  running  out  essen- 
tially not  of  funds  but  of  the  guarantee  authority  by  July. 

Our  challenge  is  to  manage  what  we  have,  not  to  do  what  we 
think  might  come  or  hope  might  come.  The  options  that  we  had 
were  either  to  change  administratively  the  policies,  to  say  no  real 
estate  loans,  which  tend  to  be  the  larger  loans,  but  we  felt  that  per- 
haps would  be  unfair  to  just  address  one  segment. 

Another  way  would  be  to  say  let's  prohibit  refinancing.  Many  of 
the  small  businesses,  frankly,  need  a  little  additional  time  to  get 
their  businesses  moving  or  their  growth  to  continue. 

Another  way  would  be  to  take  some  economists'  suggestions  of 
identifying  those  kinds  of  businesses  likely  to  generate  the  most 
jobs  and  say  the  loans  are  going  to  be  targeted  to  those  industries. 
Well,  that  would  invite  other  economists  to  quarrel  as  to  which  in- 
dustries generate  more  jobs.  So,  the  one  solution  that  I  thought 
was  most  viable  was  essentially  to  establish  a  gross  loan  amount 
cap  of  $500,000  as  opposed  to  the  $750,000  loan  guaranty  limit  pre- 
viously used. 

Now  why  did  we  do  it  administratively  rather  than  in  consulta- 
tion with  Congress  and  seeking  congressional  work  on  this?  Well, 
frankly,  if  we  had  begun  that  process,  the  legislative  process  would 
have  taken  more  time  and  on  December  16,  we  were  running  out 
of  money,  guarantee  authority,  for  the  quarter.  We  had  to  take  a 
decisive  management  position  then,  and  then  work  with  you  as  we 
are  now,  to  figure  out  what  we  can  do  in  the  longer  term. 

We  recognize  that  many  loans  over  $500,000  can  still  be  made. 
Several  of  the  SBA's  7(a)  Programs  are  exempt  from  the  $500,000 
gross  loan  amount  cap.  These  include  the  Export  Working  Capital 
Loan  Program,  GreenLine  Program,  and  when  implemented,  the 
Department  of  Defense's  Defense  Loan  and  Technical  Assistance 
Program  (DELTA).  In  addition,  the  SEA  policy  allows  companion 
loans — that  is,  two  loans  to  one  borrower,  one  in  a  gross  amount 
up  to  $500,000  guaranteed  by  the  SEA  and  a  second  made  by  the 
lender  in  its  own  right  without  the  SEA  guaranty. 


For  those  individual  borrowers  or  the  lenders  who  are  caught  in 
the  middle — and  there  will  always  be  when  you  change  programs, 
those  who  are  or  who  perceive  that  they  are  impacted  negatively, 
I  regret  that.  But  I  did  not  see  any  effective  way  to  responsibly 
manage  this  program  without  taking  that  action. 

It  is  my  belief,  however,  that  if  we  can  work  together,  the  execu- 
tive branch,  this  committee,  and  the  other  committees  of  the  Con- 
gress, we  can  deal  with  the  subsidy  rate.  We  can  consider  fees  and 
other  interests  that  will  work  with  the  lenders  themselves,  and 
with  the  trade  associations  representing  them  to  come  forth  with 
some  proposals  that  can  allow  us  to  impact  the  subsidy  rate  in 
such  a  way  to  let  the  appropriation  go  further.  That  is  our  objective 
and  while — others  may  disagree  with  my  conclusion  in  that  admin- 
istrative action,  at  least  you  and  others  would  understand  the  rea- 
sons why  we  took  that  decisive  action. 

Chairwoman  Meyers.  Miss  McCarthy. 

Ms.  McCarthy.  Thank  you,  Madam  Chairwoman. 

First  of  all,  I  want  to  commend  you  for  this  thorough  briefing. 
I  am  a  new  member  of  the  committee  and  it  has  been  very  helpful 
to  me.  I  reside  in  the  Kansas  City,  Missouri,  area  and  the  illustra- 
tion you  gave  to  the  Chairwoman  about  the  restaurant  owners  is 
very  real  to  me  as  well  as  they  expanded  onto  the  Missouri  side 
and  I  have  the  benefit  of  those  options. 

I  wanted  to  reflect  with  you  the  determination  of  priorities,  be- 
cause I  think  as  we  took  to  lowering  the  subsidy  rate,  which  is  a 
very  valid  thing  for  us  to  do  on  the  committee,  to  explore  that  op- 
tion with  you,  I  would  also  like  your  thoughts  on  how  we  can  set 
priorities  as  a  way  to  make  these  ends  meet. 

Mr.  Lader.  Let  me  be  a  bit  philosophical  about  this.  While  this 
isn't  exactly  a  horse  race  as  to  which  borrowers  get  to  SBA  first, 
oftentimes  those  who  are  best  prepared,  who  are  most  aggressive 
in  business  are  those  who  are  going  to  succeed.  Consequently  I 
have  some  healthy  reservations  about  any  type  of  policy  that  deter- 
mines certain  industries,  certain  geographic  locations  should  have 
any  type  of  determined  favor.  Some  people  might  even  call  that  in- 
dustrial policy,  I  am  not  sure. 

What  I  would  suggest  is  that  we  simply  make  sure  that  we  are 
responding  in  the  most  effective  and  efficient  way  to  all  potential 
borrowers  and  to  recognize  that  we  have  a  partnership  with  the 
7,000  private-sector  lenders  and  try  to  simplify  even  whatever  rem- 
nants might  still  be  in  their  perceived  bureaucracy  of  the  SBA, 
though  I  think  very  significant  progress  has  been  made. 

As  to  the  loan  size,  nowever,  I  think  you  see  from  my  prior  com- 
ments helping  to  provide  the  loans  to  the  smaller  borrowers,  those 
seeking  loans  under  $100,000,  I  believe  should  be  a  central  mis- 
sion, not  to  the  exclusion  certainly  of  the  larger  borrowers  but  rec- 
ognizing that  the  most  difficult  period  is  the  startup  period,  the 
early  growth  period  in  a  small  business.  Those  are  the  individuals 
who  oftentimes  have  the  greatest  difficulty  in  accessing  capital. 

This  is  not  to  say  that  there  is  a  determined  focus  just  on  them 
but  that  is  the  reason  for  our  LowDoc  Program,  which  reduces 
SBA's  loan  application  to  one  page  as  the  President  said  in  the 
State  of  the  Union  last  night.  I  would  also  note  that  last  night's 
message  probably  had  more  references  to  small  business  than  any 
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State  of  the  Union  in  history,  I  would  guess.  The  fact  that  we  have 
reduced  what  used  to  be  a  voluminous  application  to  one  page  for 
loans  under  $100,000,  demonstrates  our  priority  but  it  says  it  is 
not  to  the  exclusion  of  other  borrowers  who  I  think  deserve  equal 
consideration. 

Ms.  McCarthy.  Thank  you.  Madam  Chairwoman. 

Chairwoman  Meyers.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you.  Madam  Chair.  I  thank  the  Admin- 
istrator for  testifying. 

I  share  your  point  of  view.  Miss  Chairwoman,  the  7(a)  has  been 
a  success.  It  is  not  perfect.  Eveiy  program  in  Washington  has  to 
be  constantly  reevaluated  to  see  how  it  can  be  made  more  cost  ef- 
fective or,  as  the  President  said  last  night,  less  costly  and  smarter. 
I  do  applaud  the  work  that  has  been  done  so  far  in  that  area. 

The  question  that  certainly  comes  up  is  the  current  rate  of  2.74 
percent  for  the  subsidy  rate.  I  know  that  that  was  increased,  and 
could  you  explain  why  it  was  necessary  to  increase  that  and  if  we 
still  have  a  default  rate  that  is  about  1.3  percent,  which  I  believe 
is  a  very  low  default  rate,  why  was  it  necessary  to  increase  that? 

Mr.  Lader.  I  would  like  to  have  a  chart  put  up  that  might  help 
us  understand  what  I  call  "The  theology  of  the  subsidy  rate."  I 
think  it  should  be  more  like  the  epistemology  of  the  subsidy  rate 
because  it  gets  complex  at  times. 

As  you  can  see  from  this,  there  are  a  number  of  inputs  and  out- 
puts which  0MB  uses  each  year  in  determining  what  actually 
should  go  into  the  calculations.  The  inflows,  you  can  see,  the  fees, 
the  taxpayers'  contribution  and  each  of  the  other  elements.  The 
SBA  has  to  do  a  discounted  present  value  of  what  the  inflows  are 
anticipated  to  be  and  then  look  to  what  the  outflows  are  for  poten- 
tial bad  loans.  In  that  computation,  there  is  the  determination 
what  is  a  conservative  estimate  of  what  is  the  equivalent  of  a  sav- 
ings account  for  future  losses.  The  variables  used  include  such 
things  as  the  length  of  term  of  the  loans,  the  fees  that  would  be 
collected,  and  the  recovery  from  loan  liquidations. 

Now,  all  of  that  put  together  led  0MB  to  the  2.74  percent  sub- 
sidy rate.  As  we  look  at  these  variables  and  work  together  with  you 
and  your  staffs,  I  think  we  will  see  that  whatever  assumptions  are 
made  in  terms  of  discounted  present  values,  we  can  have  some  sig- 
nificant impacts  on  the  inflows  that  can  help  improve  the  subsidy 
rate. 

Mr.  Torkildsen.  Was  the  effort  to  increase  the  number  of  bor- 
rowers, even  through  smaller  dollar  amount  loans,  that  have  an 
impact  on  the  need  to  increase  the  subsidy  rate? 

Mr.  Lader.  That  did  not  for  several  reasons  and  that  is  a  very, 
very  important  point  you  are  making.  If  I  could  state  it  a  little  dif- 
ferently; does  the  emphasis  on  smaller  loans  in  any  way  jeopardize 
the  health,  the  quality  of  the  total  portfolio?  In  that  sense,  I  would 
say  no  for  a  few  reasons. 

First,  the  pilot  program  that  was  done  on  the  LowDoc,  the  one- 
page  SBA  application,  demonstrated  that  the  quality  of  the  loans 
was  virtually  the  same  as  the  larger  loans.  Second,  when  we  say 
one-page  application,  it  is  not  as  if  the  loan  is  being  made  by  the 
lender  just  because  of  one  piece  of  paper.  The  lender  still  requires 
the  due  diligence  and  extensive  information  that  is  required  for  the 


lender's  review.  It  is  just  when  it  goes  to  SBA,  instead  of  having 
to  duplicate  all  that  paperwork,  it  is  the  SBA  portion  that  has  been 
reduced  to  one  page,  which  encourages  more  lenders  to  do  the  loans 
of  $100,000  or  less.  So,  there  still  is  that  due  diligence. 

Finally,  as  we  all  know  from  personal  investment  in  our  personal 
financial  management,  oftentimes  diversifying  risks  lowers  the 
risk.  Consequently  making  more  loans  of  a  smaller  amount  is  held 
by  common  sense  to  lower  the  risk  than  to  have  one  $500,000  loan 
as  opposed  to  five  $100,000  loans.  So,  we  are  seeking  to  have  no 
further  jeopardy,  if  you  will,  of  the  quality  of  the  portfolio  and  that 
did  not,  to  respond  to  your  initial  question,  enter  into  the  subsidy 
calculations  in  any  meaningful  way. 

Mr.  TORKILDSEN.  Finally,  looking  at  this  over  a  longer  period  of 
time,  do  you  think  it  is  possible  that  the  subsidy  rate  may  decrease 
at  some  point  in  the  future? 

Mr.  Lader.  We  would  like  to  work  with  Congress  and  0MB  to 
that  end.  What  is  required  is  our  work  with  you  and  other  Mem- 
bers of  Congress  to  deal  with  some  of  that  inflow  so  that  we  can 
change  the  variables.  A  number  of  the  participating  lenders,  I  am 
sure,  will  be  preparing  to  tell  you  their  recommendations  as  to  the 
variety  of  ways  Congress  can  act  to  impact  the  subsidy  rate.  I  want 
to  be  sure,  however,  that  on  my  watcn,  and  I  expect  your  watch, 
we  do  nothing  that  iniures  in  any  way  the  quality  of  the  loan  port- 
folio or  the  creditworthiness  standards  of  our  loan  guarantees. 

Mr.  TORKILDSEN.  Thank  you.  Thank  you.  Madam  Chair. 

Chairwoman  Meyers.  Thank  you,  Mr.  Torkildsen. 

I  would  like  to  next  recognize  Mr.  Luther  for  questions,  but  first 
I  would  like  to  say  that  we  have  with  us  this  morning  Mr.  Orton, 
a  former  member  of  this  committee  and  he  has  asked  to  sit  with 
us  today  and  we  are  glad  that  he  is  here  and  we  are  pleased  about 
his  continuing  interest  in  the  7(a)  Program. 

I  would  also  like  to  ask  Mr.  Lader,  I  think  we  have  some  of  the 
charts  that  you  have  shown  us  this  morning.  But  if  you  can  make 
them  all  available  for  the  committee,  I  think  they  would  probably 
appreciate  having  them. 

Mr.  Lader.  I  will  do  so. 

[The  charts  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  All  right.  Mr.  Luther? 

Mr.  Luther.  I  have  no  questions. 

Chairwoman  MEYERS.  No  questions  at  this  time. 

Mr.  Luther.  Thank  you. 

Chairwoman  Meyers.  Mr.  Orton. 

Mr.  Orton.  Thank  you  very  much,  Madam  Chairwoman.  I  very 
much  appreciate  the  opportunity  to  sit  in  on  this  hearing.  As  you 
mentioned,  I  was  a  member  of  this  committee  in  the  102nd  Con- 
gress. I  am  on  a  temporary  assignment  over  at  the  Budget  Commit- 
tee and  therefore  prohibited  from  sitting  on  this  committee,  as  well, 
at  that  time. 

I  would  like  to  congratulate  the  Chairwoman  for  holding  this 
committee  hearing  on  oversight  of  the  7(a)  Program.  I  would  ask 
permission  of  the  Chairwoman  to  submit  into  the  record  22  letters 
which  I  have  from  small  businesses  in  Utah  which  have  used  the 
SBA  Program  and  SBA  loans  successfully  to  expand  their  busi- 
nesses. 
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Those  letters  include  a  letter  from  the  chair  of  the  Utah  delega- 
tion of  the  White  House  Conference  on  Small  Business,  and  also 
four  letters  from  bank  presidents  who  are  SBA  lenders. 

Last  year,  the  SBA  made  almost  $150  million  in  small  business 
loans  in  Utah.  I  think  that  this  program,  while  it  does  need  review 
and  oversight  and  perhaps  some  tweaking  of  the  program  is  an  ex- 
ample of  a  program  that  has  been  and  continues  to  work  in  provid- 
ing much  needed  assistance  to  small  businesses. 

Now,  I  think  there  are  few  people  in  this  Congress  who  have 
shown  a  greater  commitment  to  balancing  the  budget  than  me.  My 
commitment  to  do  that  continues.  In  balancing  the  Dudget,  we  need 
oversight  hearings  like  this  and  the  hard  work  of  the  Chairwoman 
and  this  committee  in  being  certain  that  the  expended  funds  from 
the  general  treasury  are  used  in  the  best  possible  way  thev  can  be 
used.  But  time  and  again,  users  of  SBA  loans  have  stated  now  val- 
uable they  are  and  how  they  supplement  traditional  lending. 

I  am  on  the  Banking  Committee,  where  I  just  slipped  out,  be- 
cause we  are  in  the  middle  of  a  hearing  on  the  loan  guarantees  to 
Mexico  Chairman  Kanjorksi  last  year  held  a  field  hearing  in  Salt 
Lake  City  on  the  credit  crunch  for  small  businesses  and  how  small 
businesses  have  trouble  in  being  able  to  obtain  loans  without  such 
programs  as  the  7(a)  Program. 

I  would  just  ask  one  question.  I  don't  know  if  you  can  answer  it 
statistically,  but  you  can  perhaps  give  us  your  best  guess  and  then 
perhaps  follow  up  with  information  for  the  committee.  If  we  did  not 
have  the  7(a)  loan  program,  what  percentage  of  the  loans  that  are 
guaranteed  under  that  program  do  you  think  would  be  granted 
without  that  program?  How  many  of  these  borrowers  would  qual- 
ify? How  many  of  these  borrowers  could  actually  get  that  financing 
without  it?  What  would  that  mean  to  small  businesses  around  this 
country? 

[Mr.  Orton's  statement  may  be  found  in  the  appendix.] 

Mr.  Lader.  Congressman  Orton,  let  me  respond  in  a  few  ways 
but  ask  a  personal  request  of  you  first.  We  regret  your  not  serving 
immediately  on  this  committee  but  we  do  believe  from  the  small 
business  point  of  view  you  can  do  wonderful  missionary  work  for 
small  business  on  the  Budget  Committee,  as  well. 

Mr.  Orton.  I  will  do  that. 

Mr.  Lader.  To  respond  to  your  question,  a  program  which  costs 
taxpayers  about  $200  million  as  a  set-aside  savings  account  loan 
reserve  which  then  induces  about  $8  billion  of  private  capital  to  be 
directed  to  small  businesses  to  me  is  a  splendid  example  of  public- 
private  partnership.  The  question,  then  is,  would  that  money  be  in- 
vested, be  loaned  by  those  lenders  without  this  program?  It  is  a  re- 
quirement when  these  loans  are  approved  for  guarantee  that  the 
lender  certifies  that  it  would  not  be  making  that  loan  but  for  the 
7(a)  loan  guarantee.  So,  if  we  are  going  to  take  the  lender's  word 
on  this  we  would  say  that  100  percent  of  these  loans  would  not  be 
made  but  for  the  7(a)  guarantee. 

Now,  recognizing  that  sometimes  forms  may  get  filled  out  that 
are  not  entirely  accurate  in  terms  of  one's  intent,  I  would  have  to 
say  some  small  percentage  is  the  best  estimate.  There  is  no  statis- 
tical way  of  determining  this.  But  some  small  percentage  of  these 
loans  probably  could  still  be  made  on  conventional  terms.  The  key 
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point  is  this:  Even  if  those  loans  were  made,  it  is  highly  unlikely 
that  the  maturity,  the  term  of  the  loan,  would  be  as  long,  because 
with  small  businesses  and  the  perceived  inherent  risk,  the  lender 
says  I  better  make  this  a  shorter  term  loan,  but  small  businesses 
need  the  longer  period  of  time  to  get  up  and  rimning,  to  establish 
the  new  product,  to  develop  in  the  new  marketplace  or  whatever. 
So,  even  if  some  of  these  loans  would  be  made,  the  question  is  also 
would  they  be  made  for  the  same  term?  And  I  suspect  the  answer 
is  no. 

Mr.  Orton.  Thank  you  very  much. 

Madam  Chairwoman,  I  would  ask  unanimous  consent  for  the  let- 
ters I  have  handed  to  the  clerk  be  entered  into  the  record. 

Chairwoman  Meyers.  Without  objection  so  ordered. 

[The  information  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Salmon. 

Mr.  Salmon.  Thank  you.  Madam  Chairwoman. 

It  is  a  pleasure  to  have  you  here  today,  I  have  two  questions.  You 
mentioned  the  average  loss  rate  is  1.3  percent,  which  is  well  within 
the  industry  averages  for  other  like  loans.  My  question  is  what  is 
the  breakdown  on  those  over  $500,000  and  those  under  $500,000, 
what  is  the  difference  on  the  loss  rate  averages? 

Mr.  Lader.  I  don't  have  that  information  currently,  but  I  will  be 
very  pleased  to  provide  that  to  you.  I  hope  that  the  answer  will 
show  that  in  the  communications  industry,  it  has  been  a  very,  very 
low  default  rate,  but  I  can't  guarantee  that,  either. 

Mr.  Salmon.  That  would  be  very  helpful  information  to  have. 

[The  following  information  was  subsequently  received.] 

The  commercial  loss  rate  for  FY  1994  was  slightly  less  than  1.3  percent.  For  guar- 
anteed loans  of  $500,000  or  above  the  loss  rate  was  approximately  .3  percent.  On 
loans  under  $500,000,  the  loss  rate  was  slightly  less  than  1.0  percent. 

Mr.  Salmon.  My  second  question  is  are  the  collateral — the  credit/ 
collateral  requirements  as  good,  do  they  have  to  be  as  good  as  they 
would  be  for  a  conventional  loan? 

Mr.  Lader.  The  lender  will  be  seeking  as  good  a  collateral  as  one 
could  get.  But  by  definition  the  small  business  oftentimes  is  not  in 
the  position  to  provide  a  substantial  collateral.  Consequently  some 
of  the  larger  loans  frequently  may  be  hard  asset  based,  real  estate 
based  and  the  like. 

In  that  sense,  you  have  better  collateral  in  theory.  The  difficulty 
is  the  quality  of  the  loan  depends  on  the  viability  of  the  business, 
as  much  or  more  than  it  does  on  the  collateral,  and  so — one  has 
to  recognize  because  this  is  small  business,  because  these  are  loans 
that  probably  wouldn't  have  been  made  otherwise,  the  collateral  of- 
tentimes would  not  be  comparable, 

Mr.  Salmon.  How  about  the  credit  requirements,  good  credit, 
bad  credit? 

Mr.  Lader.  We  are  seeking  to  have  as  creditworthy  borrowers  as 
possible.  Our  challenge  is  not  to  carry  the  borrower  over  the  hurdle 
but  to  lower  the  hurdle  a  bit.  So,  the  credit  worthiness  loan-for- 
loan  would  be  less  in  this  program  than  it  would  be  in  conventional 
financing  or  otherwise  the  loan  would  be  made  otherwise. 

Mr.  Salmon.  All  right.  I  wanted  to  make  sure  I  was  clear  on 
that.  The  current  subsidy  rate  is  $2.74  and  your  average  default 
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is  $1.3.  Maybe  I  am  missing  something,  but  is  there  a  carry-for- 
ward, then,  from  year  to  year? 

Mr.  Lader.  a  subsidy  rate  is  computed  for  each  fiscal  year  prior 
to  the  beginning  of  the  year  based  on  the  anticipated  losses  that 
will  be  incurred  on  loans  to  be  made  during  that  fiscal  year.  So, 
the  2.74  percent  subsidy  rate  established  for  fiscal  year  1995 
means  that  the  taxpayers  cost  for  expected  losses  on  loans  made 
only  during  fiscal  year  1995  is  $2,74  for  every  $100.00  loaned.  Next 
year's  subsidy  rate  may  be  higher  or,  hopefully,  lower,  depending 
on  a  number  of  factors—SBA's  anticipated  average  guaranty,  antici- 
pated program  revenues  from  fees,  and  anticipated  losses. 

Mr.  Salmon.  OK 

Mr.  Lader.  And  takes  into  account  the  other  inflows  that  we 
mentioned. 

Mr.  Salmon.  So  in  other  words,  my  question  is  on  an  average 
vear,  is  there  some  carry-forward  or  does  it  revert  back  to  the  total 
budget  or  is  all  of  the  2.74  that  is  set  aside  each  and  every  year, 
is  it  used  up? 

Mr.  Lader.  That  savings  account  isn't  really  depleted  each  year. 
It  is  held  by  the  Treasury.  That  is  the  reason  I  call  it  a  theology 
or  epistemology  of  it.  It  is  an  estimate  of  what  the  Treasury  is 
going  to  retain  for  the  future  cost  of  potential  losses  on  these  loans. 
It  is  not  as  if  2.74  is  drawn  down  that  year. 

Mr.  Salmon.  So,  it  is  not  actually  set  aside.  There  is  not  a  fund 
of  2.74  percent  that  is  held? 

Mr.  Lader.  It  is  held  in  the  Treasury. 

Mr.  Salmon.  My  final  question  would  be,  are  there  any  condi- 
tions under  which  the  Grovernment  gets  a  cut  of  those  premiums 
from  the  banks  and  the  lenders?  What  I  am  saying  is,  do  we  ever 
get  a  percentage  of  the  interest  rate  that  they  collect? 

Mr.  Lader.  Yes,  when  a  loan  is  sold  in  the  secondary  market,  a 
40  basis  point  fee — .40  percent — is  taken  from  the  interest  income 
received  by  the  lender.  The  income  received  from  the  fee  goes  into 
the  "subsidy  rate"  calculation  and  is  used  to  offset  loan  losses. 

Mr.  Salmon.  Right.  Well,  it  is  my  understanding,  correct  me  if 
I  am  wrong,  that  if  it  is  over  110  percent  that  there  is  a  shared 

Mr.  Lader.  That  is  right. 

Mr.  Salmon.  That  is  right? 

Mr.  Lader.  That  is  correct. 

Mr.  Salmon.  How  often  is  that  happening? 

Mr.  Lader.  Let  me  ask  my  colleagues.  I  don't  know  that  number. 

Mr.  Cox.  You  are  referring  to  a  relatively  new  fee  established  by 
the  103rd  Congress.  This  fee  would  require  lenders  to  remit  to  SBA 
one-half  of  the  proceeds  above  110  percent  of  par  loan  value  for 
loans  sold  in  the  secondary  market.  When  that  was  passed  by  Con- 
gress, we  estimated  that  it  would  be  an  approximately  $25  million 
inflow.  However,  the  market  adjusts  when  you  do  something  like 
that  and  so  some  of  those  sales  have  gone  at  the  110  mark  so  that 
there  is  no  premium  over  the  110.  Our  cash  in  right  now  is  about 
$12  milHon. 

Mr.  Salmon.  Why  do  you  think  that  is?  Why  are  we  not  seeing 
many  loans  over  the  110  mark  if  they  could  be  made? 

Mr.  Cox.  The  premium  in  part  is  based  on  how  much  is  retained 
as  a  servicing  fee  by  the  lender.  We  have  a  minimum  1  percent  fee 
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but  lenders  could  retain  even  more  than  that.  Of  course  it  is  to  our 
benefit  the  more  fee  income  lenders  retain  within  the  bank  because 
they  have  more  at  stake.  But  we  did  not  get  what  was  projected 
when  the  legislation  was  passed  and  therefore  it  affects  the  future 
subsidy  rates  on  the  guaranteed  portion  of  the  loan. 

Mr.  Salmon.  Well,  we  are  kind  of  sharing  in  the  risk  and  I  am 
not  trying  to  sound  piggish  or  anything  like  that.  But  we  are  shar- 
ing in  the  risk  and  I  am  iust  kind  of  wondering  why  it  is  that  we 
are  not  sharing  in  some  of  the  benefit. 

Mr.  Cox.  We  are.  Beyond  that,  on  loans  that  are  sold  in  the  sec- 
ondary market,  we  collect  40  basis  points,  which  is  a  contribution 
from  the  lender, 

Mr.  Salmon.  Thank  you. 

Mr.  Cox.  And  that  is  a  yearly  charge. 

Mr.  Salmon.  Thank  you. 

Mr.  Lader.  Madam  Chair,  if  I  might  add  one  point.  When  you 
talk  about  the  Government  or  the  American  taxpayers'  return,  it 
is  measured  not  only  in  terms  of  the  direct  dollar  impact  but  the 
jobs  generated,  the  tax  revenue  as  well. 

Mr.  Salmon.  I  understand.  Thank  you. 

Chairwoman  Meyers.  Mr.  Poshard. 

Mr.  Poshard.  Thank  you,  Madam  Chairman.  I  apologize  for 
being  late  to  the  hearing.  Knowing  Illinois  as  you  do,  the  mayor  of 
Chicago  had  a  breakfast  meeting  this  morning  for  our  delegation, 
even  though  I  represent  a  rural  downstate  district,  when  the  mayor 
beckons,  everybody  goes.  In  fact,  I  was  searching  for  the  room 
where  we  were  meeting  over  there  and  there  was  a  policeman 
standing  in  one  of  the  meeting  rooms  and  I  asked  him  if  this  was 
Mayor  Daley's  meeting  and  he  said,  "No,  it  is  a  meeting  for  the 
king  of  some  small  country,"  and  the  guy  standing  behind  me  said, 
"That  is  the  mayor."  How  well  we  know  that. 

Well,  Administrator  Lader,  thank  you  for  being  here.  I  really  ap- 
preciate your  coming  to  the  committee  and,  Madam  Chairman,  ap- 
preciate you  holding  this  hearing.  I  don't  really  have  any  questions. 
I  have  some  compliments,  quite  frankly. 

I  am  not  trying  to  patronize  you  or  your  job,  but  I  do  represent 
a  large  rural  downstate  Illinois  district  that  is  filled  with  coal 
mines  that  are  inactive  now  because  of  the  Clean  Air  Act.  Mainly 
we  have  high  sulfur  mines  and  we  can't  sell  the  coal  anymore.  So, 
we  have  high  unemployment  in  the  area  and  small  farms  dot  the 
rest  of  my  district. 

I  have  worked  very  closely  with  the  Small  Business  Administra- 
tion over  the  years,  and  particularly  7(a)  loan  programs.  I  can  go 
all  over  my  district  right  now  and  point  to  businesses  that  have 
had  a  very  difficult  time  finding  access  to  capital  because  we  don't 
have  any  large  banks.  We  have  all  small  banks.  Even  though  you 
can  go  in  and  fully  collateralize  a  loan,  that  is  sometimes  not  good 
enough  for  those  folks  because,  first  of  all,  they  are  not  big  enough 
to  loan  you  sometimes  what  you  really  need  if  you  are  a  small  busi- 
ness. Second,  they  are  ultraconservative,  and  they  don't  want  any 
risk  associated  with  their  banks,  especially  in  light  of  what  we 
have  done  with  the  banking  industry  in  the  last  few  years.  So, 
without  the  7(a)  loan  guarantees,  we  would  just  have  a  lot  of  small 
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industries  and  businesses  that  would  be  without  any  access  to  cap- 
ital to  get  started  up  or  expand. 

I  can  point  to  your  boat  manufacturers  that  probably  have  three- 
fourths  of  their  employees  right  now  that  are  laid  off  coal  miners 
that  would  not  have  gotten  started  had  it  not  been  for  loan  guaran- 
tees from  this  program. 

I  can  point  to  you  produce  packaging  companies  that  are  main- 
taining 100,  175  people  working  in  their  plants  right  now  only  be- 
cause when  their  cash  flow  is  interrupted  through  some  natural 
disaster  that  wiped  out  the  produce  crops  and  so  on,  they  were  able 
to  get  loan  guarantees  and  go  on  produce  employment. 

This  has  been  a  highly  successful  program.  The  only  problem  is 
we  don't  have  enough  money  to  go  around  for  the  people  who  need 
it.  It  has  been  managed  well.  Don  Brookhart  and  the  people  in  Illi- 
nois who  work  this  program,  they  are  very  good  people.  They  work 
very  hard.  If  there  is  a  problem  with  one  of  our  people  who  applied, 
they  are  very  quick  to  explain  why  they  can't  approve  the  loan.  I 
think  they  are  conservative,  but  they  are  also  out  there  trying  to 
help  people  and  not  keeping  the  traditional  distance  that  a  lot  of 
our  bureaucratic  agencies  keep  from  the  people  who  they  are  sup- 
posed to  be  serving. 

So,  I  am  very  impressed  with  the  program.  I  am  hopeful  that  we 
continue  it  to  the  maximum  extent  that  we  can,  and  I  am  one  Con- 
gressman who  really  appreciates  what  the  Small  Business  Admin- 
istration has  done  over  the  years,  because  in  an  area  like  mine 
where  we  have  had  the  high  unemployment  and  so  on,  this  pro- 
gram has  been  a  lifesaver  for  many  of  our  small  businesses  and  in- 
dustries that  need  the  help.  So,  thank  you  for  being  here. 

Mr.  Lader.  Thank  you  for  those  comments. 

Chairwoman  Meyers.  Thank  you,  Mr.  Poshard  and  Mr. 
Funderburk. 

Mr.  Funderburk.  I  don't  have  any  comments.  Thank  you. 

Chairwoman  Meyers.  Miss  Myrick. 

Mrs.  Myrick.  I  have  no  comments  either,  but  I  thank  you  for 
being  here  today. 

Chairwoman  Meyers.  All  right.  Well,  we  thank  you  very  much, 
Mr.  Lader,  and  I  know  that  you  have  to  leave  the  city  for  another 
obligation.  We  appreciate  you  very  much  being  with  us  this  morn- 
ing, and  we  thank  Ms.  Forbes  and  Mr.  Cox.  If  we  have  further 
questions  on  this,  we  will  submit  them  to  you  in  writing.  We  thank 
you  very  much  for  being  here. 

Mr.  Lader.  We  look  forward  to  working  closely  with  you  and 
your  colleagues. 

[The  information  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  If  the  second  panel  would  come  to  the 
table,  please. 

I  would  like  to  introduce  the  panel  at  this  time.  Mr.  James 
Maguire  is  the  president  of  the  Overhead  Door  Company  of  Monu- 
ment, Colorado.  Mr.  Maguire  is  a  small  businessman  and  a  7(a) 
borrower,  and  we  appreciate  his  efforts  to  come  and  tell  us  the  cus- 
tomer's side  of  the  7(a)  story. 

Mr,  Maguire.  If  you  would  please  take  the  microphone  and  get 
it  fairly  close  and  speak  directly  into  it,  because  some — we  can  hear 
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you  here  but  sometimes  unless  you  speak  directly  into  it,  it  is  dif- 
ficult in  the  back  of  the  room.  So,  proceed,  Mr.  Maguire. 

TESTIMONY  OF  JAMES  MAGUIRE,  OVERHEAD  DOOR  COMPANY 

Mr.  Maguire.  Thank  you.  Madam  Chairlady.  It  is  certainly  a 
pleasure  to  be  here  and  it  really  humbles  me  to  think  that  here  I 
am  in  Washington,  DC.  The  last  time  I  was  here  was  28  or  29 
years  ago  with  our  family  driving  around.  I  was  scared  then  and, 
gosh,  I  am  scared  today. 

Chairwoman  Meyers.  Well,  we  are  glad  to  have  you  back. 

Mr.  Maguire.  But  really  the  scary  thing  is,  without  the  SBA 
loan  that  I  received  in  1993,  I  wouldn't  be  here  today.  I  probably 
wouldn't  be  a  small  businessman.  I  would  probably  be  back  in 
northern  Illinois  on  the  farm.  I  don't  want  you  to  feel  sorry  for  Mr. 
Poshard  there,  because  back  there  in  that  coal  mining  country 
when  I  was  a  kid,  that  is  where  all  the  sweet  16  teams  came  from. 

Mr.  Poshard.  That  is  right. 

Mr.  Maguire.  But  I  guess  I  want  to  tell  my  story  today  probably 
not  very  well,  but  I  am  one  of  the  fortunate  ones  that  did  secure 
a  loan  and  that  I  can  say,  we  have  made  it,  we  are  making  it,  and 
we  have  helped  the — to  give  to  some  of  the  economy,  give  back  to 
the  economy  for  what  we  have  done.  I  am  sure  that  I  represent 
many  small  businesses  that  need  this  help,  that  can't  get  it  any- 
place else. 

Let  me  tell  you  my  story.  I  have  been  in  the  overhead  door  indus- 
try for  42  years,  two-thirds  of  my  life.  You  might  sav,  if  you  are 
so  dam  smart,  why  aren't  you  retired?  Well,  I  am  still  working  for 
a  living.  26  years — 26  of  these  years  I  have  been  in  business  for 
myself.  In  1969,  we  bought  the  Overhead  Door  Company  in  Colo- 
rado Springs,  Colorado.  We  live  in  Monument  but  this  is  Colorado 
Springs.  We  are  at  the  foot  of  Pikes  Peak,  the  home  of  the  Air 
Force  Academy. 

The  first  year  we  were  in  business  or  when  we  bought  the  busi- 
ness, we  started  with  three  employees,  three  installers.  I  was  a 
salesman,  the  janitor,  the  office  guy,  the  fourth  guy.  We  did  the 
first  year  $248,000  worth  of  business.  I  had  a  little  savings  before 
we  started.  We  got  a  small  loan  and  that  was  our  financing. 

By  1980,  we  had  increased  to  36  employees.  We  were  doing  a  lit- 
tle over  a  million  dollars'  worth  of  business  and  expanded  to  Grand 
Junction,  to  Pueblo,  and  southern  Colorado.  At  that  time,  we  knew 
by  the  first  name  most  of  the  bank  presidents  in  Colorado  Springs. 
These  were  all  at  that  time  local  banks  and  we  at  that  time  even 
couldn't  get  any  long-term  financing,  not  that  we  really  needed  it 
at  that  time,  but  we  could  go  in  with  a  handshake  and  with  know- 
ing our  businisss  and  in  most  cases  their  being  a  customer  of  ours, 
we  were  able  to  get  a  loan. 

In  1986,  we  had  increased  to  48  employees  doing  a  little  over  $2 
million.  That  is  when  business  hit  the  skids  in  Colorado.  The  Chal- 
lenger went  down.  We  were  in  the  throes  of  becoming  the  next 
space  capital  of  the  world,  we  thought,  in  Colorado  Springs.  Build- 
ing had  been  really  great.  The  oil  shale,  the  oil  prices  went  haywire 
and,  boy,  we  were  not  in  a  recession.  We  were  in  a  depression  in 
a  real  hurry.  We  were  badly  overbuilt,  so  boy,  the  construction  in- 
dustry was  flat. 
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At  that  time,  the  banking  regulations  were  in  full  bore.  Every- 
thing was  tightened  up.  There  was  no  long-term  financing  and  very 
little  short  term.  At  that  time,  it  was  the  start  of  the  bank  consoli- 
dations. We  will  talk  about  that  a  little  later. 

In  1988  business  was  so  bad,  we  all  in  our  company  decided  that 
we  were  going  to  stick  it  out.  We  all  took  a  12  percent  cut  in  wages. 
Maybe  some  other  people  should  have  done  that  along  the  way,  out 
we  did.  There  was  still  no  money  around.  By  1992,  business  was 
starting  to  pick  up,  still  no  local  money.  The  bank  consolidations 
were  worse.  At  the  end  of  1992,  we  said,  we  have  got  to  do  some- 
thing. We  have  got  to  do  something.  We  pursued  a  SBA  loan  and 
finalized  in  Mav  or  June  of  1993  just  short  of  a  million-dollar  SBA 
loan.  I  realize  tnat  is  a  little  larger  than  we  were  talking  about  this 
morning.  But  we  secured  that. 

Boy,  there  was  a  lot  of  paperwork,  but,  by  that  time,  we  were  so 
tickled  to  get  the  loan  that  we  didn't  know  what  to  do.  We  weren't 
asking  for  a  handout.  We  didn't  want  anything  for  nothing.  We  had 
collateral.  We  had  real  estate.  Wasn't  worth  much  at  that  time.  We 
had  inventory  and  accounts  receivable,  but  the  local  banks  who 
were  not  local  anymore,  they  were  controlled  from  Kansas  City  and 
from  Omaha,  fi*om  Minneapolis,  Chicago.  But  with  this  long-term 
loan,  we  had  a  $995,000  loan,  10  year  terms.  With  our  payments 
on  this  loan,  we  cut  our  monthly  short-term  interest  rate  and  inter- 
est payments  in  half. 

What  did  this  do  for  us?  We  were  able  then  to  start  discounting 
to  our  suppliers.  Most  of  our  supplies  come  from  the  Overhead 
Door  Corporation,  but  now  we  were  able  to  pay  them  off,  start  dis- 
counting 2  percent  a  month,  which  $2  to  $2V2  million  purchases  a 
year  amounts  to  something. 

What  have  we  done  now?  What  did  we  do  in  1994?  We  increased 
our  sales  to  $6  million.  We  increased  our  employees  by  15.  At  this 
time,  we  have  87  employees.  We  have  paid  down  our  loan  by  about 
$90,000  for  the  first  year.  We  have  made  our  payments  right  as 
clockwork. 

But  what  has  this  done?  We  paid  last  year  $180,000  in  Federal 
taxes.  This  was  the  corporation,  our  little  corporation.  We  paid  in 
wages  to  these  87  people  $1,700,000  in  wages  alone.  We  withheld 
from  our  employees  about  $300,000  of  Federal  taxes.  I  don't  know 
what  they  paid,  but  this  is  what  we  did. 

What  did  the  extra  15  employees  do  for  the  country?  We  paid 
them  about  $250,000  and  we  withheld  about  $28,000  worth  of 
taxes.  So,  we  like  to  think  we  have  done  our  share  in  helping  the 
economy. 

Could  we  have  done  this  without  an  SBA  loan?  No,  we  couldn't 
have.  Had  we  not  gotten  the  loan,  we  would  maybe  still  be  a  small 
business  today  but  it  would  be  darn  small.  We  would  have  had  to 
go  back  into  our  shell  and  in  our  business,  if  you  don't  keep  going, 
the  competition  is  there,  zappo,  we  are  in  trouble. 

Could  we  have  done  this  with  less  than  a  million  dollars?  No. 
Again,  had  we  had  any  less  than  that,  we  would  have  been  a  lot 
smaller. 

Can  we  find  or  is  there  available  local  financing  in  our  area 
today?  No.  Everybody,  as  I  said  before,  all  of  our  banks  have  been 
consolidated.  There  are  no  local  banks.  In  our  little  town,  we  like 
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to  think  that  we  are  still  little.  I  don't  know  but  one  bank  president 
that  I  can  call  by  their  first  name.  The  rest  of  them  are  all  con- 
trolled out  of  the  various  cities.  But  there  is  still  no  long-term 
money. 

Do  I  think  there  is  a  need  for  the  small  business  loans  today? 
You  bet  your  boots  I  do.  I  guess  I  have  expounded  on  that  enough. 

We  have  had  an  excellent,  excellent  experience  with  this  SBA.  I 
tell  a  little  story  back  in  the  old  days  when  somebody  mentions 
SEA  I  would  say,  oh,  gosh,  if  I  wanted  to  be  controlled  by  the  Gov- 
ernment, I  would  have  stayed  in  the  Army  and  I  would  be  a  ser- 
geant by  now.  But  it  has  done  wonders  for  us. 

But  I  think  what  we  should  do,  we  should  be  publicizing  the  good 
results  of  this  program  and  let  people  know  the  jobs  and  the  reve- 
nue producing  that  comes  from  this.  This  is  not  a  giveaway  situa- 
tion. This  is  not  a  handout.  This  is  not  a  relief  type  deal.  This  is 
a  payback.  Sure,  there  may  be  some  bad  deals  made.  But  the  peo- 
ple who  I  know  that  have  had  SBA  loans  have  done  excellent.  So, 
let  us  remember  that  small  business  is  the  backbone  of  this  coun- 
try. Whatever  we  can  do  to  help  them — so  from  our  87  employees, 
from  over  100  plus  vendors  that  we  buy  from  that  we  use  as  a  me- 
chanic, whatever  we  do,  and  from  the  thousands  of  customers  that 
we  deal  with  in  Colorado,  I  want  to  thank  you  for  having  me  here. 

[Mr.  Maguire's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  All  right. 

Mr.  Maguire.  I  would  like  to  say,  if  any  of  you  that  would  like 
to  see  firsthand  what  this  has  done  for  us,  we  would  like  to  invite 
you  to  Colorado  Springs,  we  will  show  you  Pikes  Peak  and  show 
you  a  good  time. 

Chairwoman  Meyers.  Well,  we  appreciate  very  much  you  being 
here. 

Mr.  Maguire.  Thank  you  for  having  me. 

Chairwoman  Meyers.  I  think  your  testimony  is  veiy  telling  and 
we  are  very  pleased  to  have  you  here  today,  Mr.  Maguire. 

Chairwoman  Meyers.  Mr.  Paul  Mayhew,  who  is  in  charge  of 
SBA  loans  at  Bank  South  of  Marietta,  Georgia.  Mr.  Mayhew  will 
be  telling  us  of  his  experience  in  lending  through  the  7(a)  Program 
and  some  of  the  successes  and  some  of  the  problems  he  has  encoun- 
tered. 

I  would  ask  our  witnesses  if  they  can  to  try  to  keep  their  re- 
marks as  brief  as  they  can.  I  know  you  have  come  from  a  long  dis- 
tance, but  I  want  to  leave  some  time  for  questions  from  the  panel. 
So,  Mr.  Mayhew.  That  is  all  right.  You  were  just  fine,  Mr.  Maguire. 
Proceed. 

TESTIMONY  OF  PAUL  MAYHEW,  SBA  OFFICER 

Mr.  Mayhew.  Yes,  ma'am.  Thank  you.  Being  a  victim  of  several 
of  the  bank  consolidations  that  Mr.  Maguire  attested  to,  I  can  also 
attest  on  how  that  inadvertently  affects  a  lot  of  SBA  departments 
and  consequently  capital  to  small  businesses  that  flows,  and  that 
unfortunately  is  just  one  of  the  things  that  happens  in  banking 
today. 

But  thank  you,  Madam  Chair.  Bank  South  is  a  $5  billion  pre- 
ferred SBA  7(a)  lender  in  Georgia.  We  are  Statewide  in  Georgia. 
I  thank  you  for  allowing  me  this  opportunity  to  speak  today. 


18 

You  asked  if  I  perceived  that  there  was  a  real  demand  in  the 
small  business  community  for  SBA's  help  in  acquiring  capital.  Our 
SBA  department  at  Bank  South  is  inundated  with  dozens  of  calls 
weekly  for  information  on  SBA's  Programs  and  requests  for  infor- 
mation. Out  of  those  hundreds  of  calls,  perhaps  a  dozen  return  as 
a  loan  prospect  for  us.  Yes,  the  demand  for  SBA  lending  is  there. 
The  country  has  awakened  to  the  fact  that  SBA  can  supply  partici- 
pating banks  a  guarantee,  both  quickly  and  efficiently  through  the 
7(a)  Program. 

Our  Atlanta  district  office  has  registered  a  73  percent  dollar  in- 
crease in  approved  loans  over  the  past  5  years.  However,  the  great- 
est proof  to  the  success  of  the  7(a)  Program  is  those  borrowers 
across  the  country  like  Mr.  Maguire  who  nave  either  acquired,  ex- 
panded, or  preserves  a  small  business  through  the  help  of  an  SBA 
guaranteed  loan. 

When  I  met  Greorge  Koebel  of  Roytec  Industries  in  1988,  they 
were  a  struggling  young  company  of  25  employees  whose  sales 
were  about  $750,000.  Roytec  specializes  in  the  fabrication  of  elec- 
trical wiring  harnesses  like  those  used  in  lighting  and  appliances. 
George  was  saddled  under  the  load  of  a  short-term  real  estate  note 
on  his  building  and  equipment.  Through  the  SBA,  we  were  able  to 
refinance  and  extend  the  terms  of  his  real  estate  note  and  free  up 
the  much-needed  working  capital  for  growth  and  expansion  he 
needed. 

His  sales  grew  to  $2  million  and  his  employees  to  50  within  2 
years.  George  expanded  his  building  in  1992,  again  through  SBA 
guaranteed  financing,  and  today  employs  over  65  with  sales  in  ex- 
cess of  $4  million.  This  was  accomplished  first  through  George  and 
Penny  Koebel's  dedication  to  their  dream  and  their  employees.  Sec- 
ond, because  I  could  offer  them  a  longer  term  loan  than  a  conven- 
tional bank  could.  That  extended  term  gave  them  the  needed  work- 
ing capital  to  grow  their  business. 

You  asked  if  I  thought  the  demand  would  continue.  Most  cer- 
tainly. The  main  reason  for  the  continued  demand  for  SBA  7(a)  and 
504  loans  is  that  bank  regulatory  agencies  continue  to  criticize 
commercial  lenders'  loan  portfolios  that  have  long-term  real  estate 
loans  and  loans  made  to  small  and  startup  businesses  that  are  not 
SBA  guaranteed  causing  bankers  to  seek  alternative  loan  prospects 
or  flock  to  the  waiting  arms  of  their  SBA  office. 

The  regulatory  environment  that  followed  the  massive  S&L  and 
bank  failures  of  the  1980's  assured  the  SBA's  loan  growth  through 
the  1990's  as  most  banks  fought  to  control  their  assets  classified 
by  these  regulators. 

Jack  Pierce  was  a  longtime  employee  of  the  Atlanta  Sewing  Cen- 
ter, a  retailer  of  Swiss  sewing  machines.  When  one  of  the  owners 
died  suddenly,  there  was  talk  from  the  surviving  owner  of  shutting 
the  doors  for  good.  Jack  quickly  prepared  a  business  plan  and  what 
he  could  do  with  the  business  and  persuaded  the  remaining  owner 
to  remain  open  while  he  sought  financing  to  acquire  this  profitable 
business.  Sixteen  jobs  hung  in  the  balance.  Jack  was  turned  down 
for  conventional  financing  twice  before  coming  to  me.  I  was  able  to 
obtain  approval  for  the  acquisition  through  an  SBA  7(a)  guaranteed 
loan.  That  was  3  years  ago  and  today  Jack,  with  his  spouse,  Julie, 


19 

have  increased  sales  70  percent  since  he  approached  his  owner 
about  buying  that  store. 

One  change  that  I  felt  for  years  was  needed  in  the  progpram  was 
the  elimination  of  the  disincentives  of  preferred  SBA  lenders  to 
submit  loans  under  the  PLP  Program  now  centralized  in  Sac- 
ramento. Preferred  lenders  by  SBA's  definition  are  the  proven  best 
SBA  lenders  in  the  country.  Why,  then,  do  we  impose  a  penalty  of 
a  reduced  guarantee,  70  percent,  on  loans  underwritten  and  sub- 
mitted by  our  best  lenders?  At  the  very  least  the  preferred  lender 
should  receive  the  same  guarantee  as  every  other  lender,  which  is 
up  to  90  percent  on  some  loans. 

Loans  submitted  under  the  PLP  Program  are  higher  quality  and 
require  less  handling  time  by  the  SBA  as  all  credit  underwriting 
is  done  by  the  financial  institution.  This  means  reduced  labor  costs 
for  SBA,  freeing  up  more  SBA  employees'  times  for  regular  and 
CLP  loan  processing.  This  would  not  contribute  to  a  drain  on  SBA's 
already  limited  fimds.  As  in  most  cases,  these  are  loans  that  would 
have  been  submitted  imder  the  CLP  Program  in  order  to  get  the 
higher  guarantee.  This  move  would  reduce  the  burden  of  loans 
crushing  our  district  offices,  shifting  more  of  the  burden  of  under- 
writing to  the  lenders  and  processing  to  the  central  office  in  Sac- 
ramento. 

Now  is  the  proper  time  to  begin  to  streamline  the  application  and 
closing  process,  deleting  requirements  imposed  on  the  SBA  through 
other  agencies  like  whether  or  not  our  collateral  is  in  an  eartn- 
quake  zone,  in  wetlands,  lobbying,  aliens.  These  are  all  issues  that 
have  been  externally  imposed  and  should  be  tailored  to  the  district 
on  a  case-by-case  basis.  It  is  this  over  complication  of  the  SBA 
process  that  keeps  banks  from  using  the  SBA  Program  more  and 
providing  needed  capital  to  borrowers. 

Helen  Barrios  is  the  owner  of  Aztech  Contracting,  a  contractor 
specializing  in  health  care  remodeling  for  hospitals  and  clinics. 
Helen  applied  for  a  $100,000  LowDoc  loan  through  her  bank  to  pro- 
vide needed  working  capital  for  several  large  contracts  she  bid  for 
and  won.  When  her  bank  received  the  loan  closing  package  back 
from  the  bank,  they  were  stunned  by  the  volume  of  closing  docu- 
ments required  for  a  loan  that  size  and  they  declined  to  close  the 
loan. 

We  were  able  to  close  the  loan  for  Helen  and  provide  her  the 
needed  capital,  because  as  a  preferred  lender  we  are  used  to  deal- 
ing with  the  paper  work.  However,  how  many  other  banks  are  out 
there;  how  many  other  Helens  are  being  denied  the  capital  to  hire, 
expand,  or  preserve  their  business  because  of  the  arcane  and  cum- 
bersome application  and  closing  process  imposed  unilaterally  across 
this  country?  I  believe  a  level  of  district  director  autonomy  and  ac- 
countability is  in  order. 

The  recent  pronouncement  that  the  highest  loan  would  be 
$500,000  came  as  a  terrible  shock  and  was  a  terrible  injustice  to 
lenders  and  borrowers  alike.  While  I  agree  SBA's  decision  was  the 
least  painful  at  the  time  of  the  options  available,  they  should  have 
begun  warning  SBA  lenders  back  in  September  that  without  a  sup- 
plemental appropriation  we  would  most  likely  run  out  of  funds  be- 
fore the  end  of  fiscal  year  1995. 
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Let  me  suggest  that  this  problem  could  be  fixed  and  those  bor- 
rowers whose  plans  were  laid  waste  by  SBA  can  be  helped  to  ob- 
tain the  capital  SBA  has  committed  to  make  available.  Programs 
exist  within  SBA's  own  budget  that  could  be  eliminated  to  m^e  up 
the  difference.  Personnel  in  those  areas  can  be  retrained  to  process 
7(a)  loans  and  be  made  useful  immediately.  It  is  time  SBA  focused 
on  what  it  does  best  and  eliminate  that  which  it  does  not.  When 
ou  enter  into  a  partnership  like  SBA  does  with  its  participating 
enders,  you  don't  hide  the  truth  from  them  until  the  wheels  are 
off  the  wagon.  You  make  yourself  heard  once  the  wheels  start  wob- 
bling so  we  can  all  work  together  to  fix  the  problem. 

The  7(a)  Program  is  an  excellent  example  of  the  wonderful  things 
that  can  happen  when  you  forge  a  partnership  between  the  public 
and  private  sector.  It  seems  that  candidates  for  office  for  years  on 
end  have  campaigned  for  more  of  this  type  of  a  relationship.  Let's 
don't  jeopardize  it  now.  The  SBA  7(a)  Program  should  be  given  top 
priority  in  the  appropriation  process  because  it  works,  for  us  and 
the  thousands  and  thousands  of  SBA  7(a)  borrowers  like  George 
and  Penny  Koebel,  Helen  Barrios,  and  Jack  and  Julie  Pierce. 

Thank  you,  Madam  Chair. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Mayhew. 

[Mr.  Mayhew's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Mr.  Terry,  Tim  Terry. 
He  is  president  of  Terry  &  Associates  of  Dallas,  Texas.  Mr.  Terry 
specializes  in  training  banks  to  use  the  7(a)  Program  to  meet  the 
needs  of  the  small  business  community.  He  is  also  the  author  of 
several  handbooks  on  using  the  7(a)  Program.  We  are  glad  to  have 
you  here,  Mr.  Terry. 

TESTIMONY  OF  TIMOTHY  TERRY,  PRESIDENT,  TERRY  & 

ASSOCIATES 

Mr.  Terry.  Thank  you  very  much.  I  am  here  today  to  speak  on 
behalf  of  small  business  and  bankers  who  with  the  help  of  SBA 
have  been  able  to  create  thousands  of  jobs  for  America  and  who 
want  to  see  the  SBA  financing  function  funded  to  meet  the  growing 
demand  for  small  business  loans.  My  company  provides  a  dynamic 
link  between  small  business  and  the  lending  community.  Let  me 
give  you  a  few  examples. 

Tony  Corona  worked  his  way  through  college  managing  a  subway 
sandwich  shop  in  Abilene,  Texas.  When  he  graduated  his  boss  con- 
vinced the  franchisor  to  award  Tony  his  own  franchise  restaurant. 
Tony  started  his  first  store  in  1992.  By  saving  the  profits,  he  and 
his  wife  were  able  to  open  a  second  store  and  the  second  store  was 
equally  successful.  Despite  his  success,  however,  when  he  was 
given  the  opportunity  to  open  more  stores,  the  banks  could  not  pro- 
vide a  conventional  loan  to  Tony.  Fortunately,  this  past  year,  the 
SBA  introduced  the  LowDoc  loan  program  that  enabled  Tony  to  ob- 
tain an  SBA  loan  which  resulted  in  25  new  jobs  being  added  to  the 
central  Texas  economy.  As  a  result  of  Tony's  success,  the  franchisor 
has  awarded  him  another  three  stores.  But  Tony  will  be  unable  to 
open  these  stores  without  the  necessary  working  capital  to  pur- 
chase equipment.  Just  last  week  Tony  applied  for  another  SBA 
loan  which  will  allow  him  to  create  another  45  jobs.  Due  to  Tony's 
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lack  of  collateral  and  need  for  a  long-term  loan,  there  was  not  a 
bank  in  Texas  that  would  lend  to  him  without  SBA  support. 

Desert  Steel  of  Irving,  Texas  is  owned  by  JoAnn  Nichols.  Even 
though  she  was  recognized  by  the  Chamber  of  Commerce  as  the 
1993  MinorityAVomen-owned  Business  of  the  Year,  she  was  not 
able  to  obtain  a  conventional  loan  to  assist  in  the  company's  ongo- 
ing growth  due  to  weak  collateral  and  the  need  for  a  long-term 
loan.  With  SBA  guarantee,  JoAnn  Nichols  became  the  focus  of 
many  banks  who  aggressively  went  after  her  business. 

The  difference  in  both  these  stories?  The  SBA  guarantee.  The 
SBA  financing  function  provides  a  guarantee  to  lenders  on  behalf 
of  small  businesses  and  bridges  the  gap  between  specific  credible 
businesses  with  lenders  who  absolutely  would  not  and  could  not 
lend  to  these  businesses  if  not  for  this  guarantee. 

This  bridge  is  seen  most  significantly  in  the  following  areas:  A 
small  business  cannot  get  a  conventional  loan  unless  they  have 
adequate  collateral.  On  the  other  hand,  if  the  small  business  has 
a  strong  record  of  positive  cash  flow  and  repayment  ability,  the 
bank  is  allowed  to  overlook  the  weakness  in  collateral  if  SBA  guar- 
anteed support  is  obtained.  This  one  issue  impacts  the  entire  serv- 
ice sector  which  has  been  and  is  expected  to  continue  to  he  the 
major  growth  sector  and  new  employment  generator  in  America. 

A  small  business  cannot  obtain  a  conventional  loan  when  the 
loan  has  to  be  paid  back  in  1  or  2  years.  Most  small  businesses  do 
not  generate  enough  cash  flow  to  pay  back  loans  under  the  conven- 
tional terms  of  1  to  2  years.  When  a  longer  term  of  7  and  up  to 
25  years  is  obtained  by  way  of  SBA  guaranteed  support,  the  bank 
is  allowed  to  exceed  its  conventional  lending  policy.  The  lower  term 
lowers  the  payment  and  enables  the  small  business  to  qualify  for 
the  loan. 

It  is  also  virtually  impossible  to  find  a  lender  who  will  lend  to 
a  new  business  startup.  However,  if  the  new  business  has  a  good 
business  plan  and  a  supportable  sales  forecast,  the  SBA  will  sup- 
port the  small  business  and  provide  the  guarantee  necessary  for 
the  banks  to  provide  these  loans. 

Madam  Chair,  conventional  lending  is  a  dog  that  won't  hunt 
without  the  carrot  of  SBA  guarantee.  The  fact  is  the  SBA  loan  loss 
on  7(a)  loans  is  just  1.3  percent.  As  we  discovered  today,  this  rate 
is  comparable  to  the  convention  lending  loan  loss  rate  of  the  best 
banks  in  America. 

I  recently  conducted  a  seminar  in  which  I  gave  the  bankers  at- 
tending this  session  three  case  examples  of  small  businesses  that 
either  nad  weak  collateral  or  needed  a  long-term  loan.  I  asked 
them  to  tell  me  how  they  could  help  these  small  businesses  if  the 
SBA  support  was  no  longer  available.  The  unanimous  answer  was 
they  could  not  help  them.  I  asked  them  where  they  would  suggest 
these  small  businesses  go  to  seek  help.  They  could  not  give  me  a 
single  answer.  These  small  businesses,  largely  in  the  service  sector, 
are  simply  SOL,  sorry,  out  of  luck. 

Another  issue  of  concern  is  the  limited  SBA  personnel  available 
to  review  loan  applications.  Let  me  draw  an  example.  Of  the  68 
SBA  District  Offices  nationwide,  the  Dallas-Fort  Worth  office  con- 
sistently rates  in  the  top  5  in  loans  approved  and  loan  volume.  The 
loan  review  staff  in  the  finance  division  have  financial  credit  analy- 
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sis  skills  which  surpass  many  of  the  bank  lending  officers  that  I 
have  trained.  They  are  diligent  in  developing  positive  long-term  re- 
lationships with  the  lending  community,  and  their  work  ethic  is 
seen  statistically  by  the  following:  In  1990,  they  had  five  loan  offi- 
cers reviewing  loan  applications.  They  reviewed  708  loans  and  ap- 
proved 646,  Last  fiscal  year,  1994,  they  still  only  had  five  loan  offi- 
cers but  they  reviewed  1,798  loans  and  approved  1,124.  This  is  an 
increase  in  work  load  of  254  percent. 

How  have  they  accomplished  this?  Well,  the  Dallas-Fort  Worth 
district  office  has  not  been  able  to  acquire  approval  for  the  hiring 
of  additional  staff.  In  response  to  this,  the  banking  community  has 
eagerly  agreed  to  support  the  SBA's  efforts  by  preparing  the  vast 
majority  of  the  paperwork  required.  This  has  allowed  the  SBA  staff 
to  simply  review  and  analyze  the  paperwork,  rather  than  having 
to  complete  many  of  the  forms  themselves.  This  is  not  enough.  The 
finance  divisions  throughout  America  need  more  personnel.  They 
are,  in  my  opinion,  the  SBA  team  that  is  getting  the  job  done. 

According  to  the  U.S.  Small  Business  Administration,  approxi- 
mately 36,500  SBA  loans  were  approved  in  the  U.S.  in  fiscal  1994, 
an  increase  of  36  percent.  If  the  demand  for  these  loans  continues, 
the  finance  divisions  in  the  district  offices  must  be  given  the  ability 
to  hire  more  staff. 

The  7(a)  Program  provides  one  of  the  most  effective  uses  of  Fed- 
eral dollars  the  Government  can  make.  In  fiscal  1994,  7(a)  appro- 
priations of  $170  million  were  leveraged  into  a  recordsetting  $7.8 
billion  in  the  private  sector.  Small  business  loans  made  through 
the  7(a)  Program  provided  enough  capital  to  create  or  retain  about 
200,000  jobs  for  America  in  fiscal  1994  alone. 

Based  on  the  loan  volume  in  the  first  month  of  fiscal  year  1995, 
the  SBA  has  estimated  that  the  7(a)  Program  could  generate  some 
53,000  plus  loans  for  more  than  $9  billion  over  this  fiscal  year. 
However,  initial  appropriations  of  $250  million  will  guarantee  only 
about  $7.5  billion  worth  of  loans,  falling  short  of  market  demand. 

As  you  are  aware,  the  SBA  responded  to  the  high  demand  in  the 
first  quarter  by  lowering  the  maximum  size  of  an  SBA  loan  request 
to  $500,000,  which  effectively  eliminated  loan  guarantees  for  small 
businesses  seeking  to  expand  their  manufacturing  capabilities 
through  new  plant  construction  and  purchases  of  new  manufactur- 
ing equipment.  My  understanding  is  the  lower  amount  was  insti- 
tuted because  the  SBA  does  not  want  to  run  out  of  money  this  fis- 
cal year. 

Now  let  me  see  if  I've  got  this  straight.  The  demand  for  small 
business  lending  is  greater  than  ever  before  because  the  banks  are 
actually  lending  money  to  small  businesses,  largely  due  to  SBA 
guaranteed  support.  These  loans  are  used  to  create  jobs  in  America 
and  stimulate  economic  growth.  Now  we  are  reducing  the  loan 
amount  which  in  turn  eliminates  a  large  expansion  in  new  employ- 
ment. This  simply  doesn't  make  sense  to  me. 

Here  is  the  real  irony.  In  a  survey  conducted  among  Texas  bank- 
ers, they  report  promotion  and  advertising  for  small  business  loans 
will  represent  an  average  of  19  percent  of  their  ad  budget.  This 
new  development  is  directly  attributable  to  the  SBA  loan  guaranty 
program.  Prior  to  SBA  loan  guarantees,  the  small  business  sector 
was    not   a   target   for   advertising   dollars.    Lenders   knew   that 
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"startups"  and  service  sector  companies  would  not  qualify  for  con- 
ventional loans.  The  SBA  provides  the  solution  and  meets  a  very 
real  need.  What  is  at  stake  is  the  future  growth  of  the  small  busi- 
ness sector  in  America.  Without  SBA  support,  it  is  my  opinion  that 
the  banking  community  will  effectively  cut  its  lending  to  small 
business  in  half. 

In  1990,  the  Congress  commissioned  a  study  on  the  effectiveness 
of  the  SBA,  That  study  was  conducted  by  the  prestigious  account- 
ing firm  of  Price  Waterhouse  and  presented  to  Congress  March  18, 
1992.  This  report  presented  astonishing  facts  about  the  success  of 
the  SBA  over  a  5-year  period  from  1985  to  1990.  I  know  that  there 
are  new  members  of  the  committee  and  new  people  here  represent- 
ing us  in  Washington.  If  they  do  not  have  a  copy  of  this  report,  I 
strongly  recommend  that  each  of  the  committee  members  obtain 
this  report. 

The  most  significant  fact  concluded  that  by  providing  jobs,  gener- 
ating sales  revenues  and  increased  payrolls  and  pumping  dollars 
into  Federal,  State,  and  local  Government  coffers,  businesses  which 
obtained  SBA  loans  are  infusing  the  economy  at  a  rate  far  exceed- 
ing any  costs  associated  with  SBA  Programs,  providing  a  250  per- 
cent return  on  each  tax  dollar  allotted  to  the  program  in  just  5 
years.  As  a  businessman,  if  I  have  to  cut  back  my  oudget,  1  don't 
cut  the  programs  that  are  generating  the  revenues. 

Intel  Corporation,  Apple  Computer  Corporation,  Federal  Express 
were  all  assisted  in  their  success  at  the  early  stages  of  business  de- 
velopment by  SBA  loans.  In  fact,  these  tnree  corporations  paid 
taxes  on  an  annual  basis  that  when  combined  total  more  than  what 
is  allocated  to  the  SBA  Program. 

As  a  small  business  man,  I  have  to  make  a  payroll  and  balance 
the  checkbook,  and  I  support  the  efforts  of  Congress  in  examining 
every  program  in  an  effort  to  cut  Federal  spending.  I  do  believe 
there  is  room  to  cut  in  the  SBA.  It  is  not  my  intention  to  offend 
any  SBA  personnel  present  at  this  hearing,  but  I  believe  there  are 
too  many  chiefs  and  not  enough  Indians.  The  financing  function 
which  creates  jobs  for  America  needs  your  strongest  support.  If  the 
financing  function  of  SBA  is  not  funded  to  meet  the  demand,  it  will 
cost  America  jobs. 

Chairwoman  MEYERS.  Thank  you  very  much,  Mr.  Terry.  We  are 
glad  to  have  you  with  us  today. 

[Mr.  Terry's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  a  longtime  friend. 
Deryl  Schuster  is  president  of  Emergent  Business  Capital  of  Wich- 
ita, Kansas,  a  nonbank  7(a)  lender.  He  is  also  a  former  bank  lender 
and  a  former  SBA  regional  administrator.  All  told,  Mr.  Schuster 
will  be  sharing  35  years  of  7(a)  experience  with  us  from  a  variety 
of  points  of  view.  Mr.  Schuster. 

TESTIMO^fY  OF  DERYL  SCHUSTER,  PRESmENT,  EMERGENT 
BUSINESS  CAPITAL 

Mr.  Schuster.  Thank  you.  Madam  Chairman  and  distinguished 
Members  and  staff.  I  appreciate  very  much  the  opportunity  to  ar- 
ticulate the  merits  of  the  SBA  7(a)  loan  program.  I  do  have  a  state- 
ment and  I  would  like  to  submit  that  for  the  record  and  briefly  try 
to  cover  a  few  things. 
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I  should  just  end  mv  comments  by  saying  my  claim  to  fame  is 
that  our  company  had  the  pleasure  of  making  Mr.  Mag^re  the 
loan  that  he  so  eloquently  explained  earlier.  The  other  stories  that 
you  have  heard  here  today,  the  fact  that  I  think  we  all  should  re- 
member is  that  this  year,  according  to  SBA,  there  will  be  36,000 
Mr.  Maguire  stories,  and  over  the  last  several  years  hundreds  of 
thousands  of  stories  of  that  type. 

I  probably  am  the  most  fortunate  here  in  the  fact  that  I  bring 
to  you  good  news.  I  am  going  to  give  you  some  suggestions  on  how 
these  problems,  budgetary  problems  that  we  discuss  today,  can  be 
resolved.  As  has  been  stated  several  times,  $195  million  was  appro- 
priated for  the  7(a)  Program  for  fiscal  1995.  This  leverages  35  to 
1  by  using  the  current  subsidy  rate  by  private  sector  lenders,  35 
to  1. 

The  suggestions  that  I  will  make  today  on  behalf  of  the  National 
Association  of  Government  Guaranteed  Lenders,  of  which  I  am  a 
member  and  an  officer,  and  I  should  hasten  to  say  that  our  mem- 
bership makes  over  70  percent  of  all  7(a)  loans  made  each  year, 
will  put  on  the  table  a  suggestion  that  will  increase  that  leverage 
from  35  to  1  to  80  to  1,  an  incredible  privatization  of  this  program. 

Today,  as  has  been  mentioned,  0MB  says  the  subsidy  rate  is 
2.74,  the  cost  to  the  taxpayer.  The  following  proposed  changes  will 
lower  that  subsidy  rate,  according  to  SBA's  run  yesterday,  to  1.25. 
These  suggestions  first  apply  the  40  basis  point  annual  fee  to  all 
loans,  not  just  to  those  loans  sold  into  the  secondary  market;  sec- 
ond, to  reduce  the  maximum  guarantee  available  on  any  and  all 
SBA  loans  to  75  percent,  increasing  the  lender's  exposure.  Third, 
the  lenders  would  forgo  the  current  loan  guarantee  split  on  small 
and  rural  loans. 

Madam  Chairman,  if  Congress  is  truly  serious  and  I  think  they 
are,  about  cutting  Government,  including  welfare  and  entitlements, 
jobs  must  be  more  abundant  in  the  private  sector  in  the  future 
than  perhaps  ever  before.  Jobs  must  come  from  somewhere,  and 
every  SBA  loan  either  sustains  or  creates  jobs,  not  to  mention  the 
rollover  leverage,  the  rippling  effect  into  the  economy.  Economic  de- 
velopment specialists  say  investment  capital  and  loan  proceeds  roll 
over  in  a  local  community  in  job  creating  activities  at  least  11 
times.  So,  the  leverage  is  incredible. 

There  are  plenty  of  ways  to  cut.  I  have  suggested  to  the  Chair- 
woman that  if  she  would  take  the  $15  million  in  the  budget  that 
has  been  allocated  for  tree  planting,  if  we  can't  put  that  all  in  west- 
ern Kansas  where  it  is  perhaps  most  needed,  if  we  put  that  $15 
million  in  the  7(a)  loan  program 

Chairwoman  Meyers.  We  don't  say  anything  that  indicates  Kan- 
sas is  not  paradise. 

Mr.  Schuster.  Thank  you.  I  appreciate  it.  We  will  plant  more 
trees.  With  the  80  to  1  leverage  that  we  propose,  that  $15  million 
would  generate  $1.2  billion  in  private  sector  long-term  SBA  loans, 
creating  jobs.  Without  a  7(a)  Program,  as  has  been  alluded  to,  pri- 
vate sector  lenders  just  cannot  and  will  not  make  long-term  small 
business  loans.  Let  me  explain  just  a  few  reasons  why. 

Risk  in  small  business  lending  is  well  known.  Internal  lender 
policies  and  Government  regulations  and  regulatory  bodies  just  will 
not  permit  these  types  of  loans  to  be  made.  I  think  one  must  under- 
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stand  that  almost  every  SBA  loan  or  small  business  loan  is  unique, 
it  is  different. 

Loan  purposes  vary,  underlying  equity  and  financial  strength  of 
the  borrowers  and  the  business  principals  and  the  business  itself 
are  unique.  Owners'  and  managers'  experience  are  unique,  et 
cetera.  There  are  even  factors  beyond  the  lender  and  the  small 
businessperson's  control  that  increase  the  risk  in  small  business 
lending.  For  instance,  excessive  regulation,  oil  embargoes,  strikes, 
liberalized  bankruptcy  laws,  environmental  issues,  base  closings,  so 
on  and  so  forth.  There  are  all  kinds  of  reasons  why  lenders,  with- 
out an  SBA  guaranty,  cannot  and  will  not  make  these  kinds  of 
loans. 

I  want  to  talk  just  briefly  about  the  $500,000  ceiling.  It  is  not 
understood.  Contrary  to  the  way  it  has  been  discussed  at  this 
point,  it  is  not  a  $500,000  guarantee  that  is  still  available  to  the 
small  business  community  and  the  lenders.  It  is  a  maximum  gross 
amount  of  the  loan  of  $500,000. 

For  a  PLP  lender,  that  means  your  maximum  guarantee  has  all 
of  a  sudden  fallen  from  $750,000  to  $350,000.  I  can  assure  you, 
there  are  a  lot  of  lenders  in  the  country  who  have  geared  their  op- 
eration up  to  make  loans  of  all  sizes.  There  has  never  been  before 
a  maximum  gross  amount  of  an  SBA  loan.  You  could  make  a  $1.5 
million  dollar  loan  and  get  a  50  percent  guarantee,  with  SBA  in- 
volvement not  to  exceed  $750,000.  A  lot  of  these  lenders  are  reas- 
sessing their  involvement  in  this  program,  and  I  fear  because  they 
have  geared  up  their  operation  to  handle  loan  processing,  servicing, 
closing.  They  will  depart  from  the  program,  as  unprofitable.  Of  the 
major  lenders'  total  dollars  historically  loaned  out,  40  to  60  percent 
of  those  dollars  exceed  the  $500,000  current  limit.  I  assure  you 
with  a  $500,000  ceiHng  they  cannot  keep  that  type  of  backroom 
support  in  tact.  So,  the  ceiling  has  got  to  go. 

I  just  conclude  by  saying  historically  if  one  would  analyze  every 
SBA  loan  over  $500,000,  you  would  find  some  very  dramatic  exam- 
ples of  entrepreneurial  success  and  job  creating  activities.  It  is  log- 
ical to  assume  that  these  examples,  like  Mr.  Maguire's  story,  if 
when  he  needed  that  loan  the  ceiling  existed,  I  assure  you  that 
these  examples  of  economic  stimulus  would  not  have  happened.  So, 
when  one  evaluates  the  negative  impact  of  this  ceiling,  one  should 
consider  all  of  those  past  loans  and  minus  those  out  of  our  econ- 
omy. I  have  raised  some  issues,  perhaps  even  controversial  in  my 
paper,  and  Madam  Chairman,  I  would  be  happy  to  answer  any 
questions  later. 

Chairwoman  Meyers.  Well,  I  do  have  some  for  you  and  I  am 
sure  the  panel  does. 

[Mr.  Schuster's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  But  first,  we  will  hear  from  Anthony 
Wilkinson,  who  is  President  of  the  National  Association  of  Guaran- 
teed Lenders.  The  members  of  his  association  perform  over  70  per- 
cent of  the  SBA's  7(a)  lending.  Mr.  Wilkinson  will  be  sharing  some 
of  his  association's  suggestions  on  improvements  to  the  program 
and  ways  we  might  consider  stretching  the  dollars  further.  Mr. 
Wilkinson. 
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TESTIMONY  OF  ANTHONY  R.  WILKINSON,  PRESIDENT,  THE  NA- 
TIONAL ASSOCIATION  OF  GOVERNMENT  GUARANTEED 
LENDERS 

Mr.  Wilkinson.  Madam  Chair  and  distinguished  members  of 
this  committee,  it  is  again  a  pleasure  for  me  to  be  here  today.  You 
have  my  written  testimony  that  I  would  like  to  ask  be  included  in 
the  record.  There  were  some  attachments  that  were  not  included 
with  the  first  set  of  my  testimony  that  went  around.  We  will  be 
getting  those  to  you. 

Rather  than  spend  time  on  the  written  text,  I  would  like  to  brief- 
ly read  some  paragraphs  that  were  in  one  of  the  attachments  and 
then  start  down  some  of  the  questions  that  have  been  asked  al- 
ready and  then  take  a  crack  at  the  new  questions  that  would  come 
up. 

First  of  all,  I  want  to  read  from  a  Washington  Times  editorial 
that  was  written  by  Patricia  Saiki,  the  former  SBA  Administrator 
under  President  Bush  and  I  am  going  to  skip  toward  the  tail  end 
where  she  comes  to  her  conclusions  and  talks  about  specific  les- 
sons. 

Lesson  one  about  the  7(a)  Program  is  this  is  how  a  public-private 
sector  partnership  should  be  structured.  The  program  enables  lend- 
ers to  do  things  that  are  good  for  the  economy  but  that  they  feel 
unable  to  do  on  their  own,  such  as  making  long-term  commercial 
loans  and  providing  credit  to  risky  new  businesses. 

In  1986,  only  3  percent  of  bank  business  loans  of  $500,000  or  less 
had  a  maturity  of  more  than  1  year.  In  contrast,  SBA-backed  loans 
have  an  average  maturity  of  between  11  and  12  years.  The  SBA- 
backed  loan  gives  small  businesses  the  equivalent  of  long-term  cor- 
porate bond  financing  which  they  cannot  get  from  any  other  source. 

Without  an  SBA  guarantee,  banks  are  reluctant  to  lend  to  new 
businesses  because  they  lack  credit  and  commercial  track  records. 
Fully,  60  percent  of  the  SBA  borrowers  told  Price  Waterhouse  that 
they  had  originally  gotten  started  with  an  SBA  loan. 

Lesson  two:  Even  though  it  is  a  Government  program,  you  can 
still  have  high  standards.  In  the  early  1980's,  SBA  embarked  on  a 
quality  lending  program.  This  meant  raising  the  agency's  quality 
standards.  The  result  was  an  explosion  of  growth. 

Where  do  we  go  from  here?  Productivity  and  our  standard  of  liv- 
ing depend  primarily  upon  the  level  of  investment  in  business 
plant  and  equipment,  and  that  is  exactly  what  this  program  gives 
us.  Now  that  we  have  identified  an  economic  growth  program  that 
produces  value  for  business,  Grovemment  and  taxpayer  alike,  we 
should  maximize  the  benefit. 

To  accomplish  this,  the  loan  guarantee  program  should  be  great- 
ly expanded  over  the  next  few  years.  There  are  many  worthy  small 
businesses  that  need  this  kind  of  financing  and  are  not  getting  it. 

Another  one  of  the  attachments  to  my  testimony  was  a  brief 
GAO  report  that  was  done  in  December  of  1994  for  the  House 
Budget  Committee.  In  particular  in  that  study  was  the  fact  that 
bank  commercial  and  industrial  lending  last  year  in  the  small  busi- 
ness category  had  only  about  $16  billion  worth  of  lending  that  ex- 
ceeded or  nad  a  maturity  that  exceeded  1  year. 

Looking  at  the  SBA  7(a)  Program  and  adding  to  it  the  first  mort- 
gage portions  of  504  loans,  the  SBA  accounted  for  $10  billion  of 
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that  $16  billion.  So,  SBA  is  the  major  provider  of  long-term  capital 
today  in  this  country. 

The  GAO  report  also  includes  the  loss  rate  so  you  can  see  over 
the  past  few  years  how  the  loss  rate  has  been  declining  to  the  1.27 
percent  this  last  year. 

According  to  a  recent  FDIC  report,  average  commercial  bank  loss 
rates  are  now  down  under  1  percent  so  we  are  seeing  a  somewhat 
higher  loss  rate,  which  is  what  you  would  expect  in  this  program. 
We  are  doin^  new  business  startups;  we  are  going  out  longer 
terms.  But  it  is  a  very  attractive  loss  rate  record  thus  far. 

I  would  like  to  just  add  some  comments  to  some  questions  that 
have  come  up  thus  far.  We  agree  with  Mr.  Lader's  response  to  Miss 
McCarthy's  question  and,  that  is,  that  we  would  like  to  find  a  way 
to  respond  to  the  needs  of  as  many  potential  borrowers  as  possible. 
Clearly,  we  are  running  out  of  money  this  year.  SBA  has  taken 
some  steps  to  limit  demand  and  focus  their  resources  the  best  they 
can.  We  would  like  to  find  a  way  to  stretch  our  resources  and  serve 
as  many  potential  borrowers  as  possible. 

Mr.  Torkildsen  asked  a  question  regarding  smaller  loans  and  the 
subsidy  rate.  I  wanted  to  spend  just  a  second  there.  The  subsidy 
rate  is  usually  calculated  on  an  annual  basis.  So,  at  the  first  of  the 
year  we  start  out  with  a  subsidy  rate.  This  will  be  the  first  full 
year  of  the  LowDoc  Program.  With  the  large  loan  volumes  that  are 
occurring,  LowDoc,  those  loans  are  at  a  guarantee  percentage  of  90 
percent.  It  will  impact  the  subsidy  calculation  next  year. 

We  have  now  eliminated  bigger  loans  with  lower  average  guaran- 
tee percentages  and  we  are  replacing  them  with  smaller  loans  with 
higher  guarantee  percentages.  The  subsidy  model  is  very  sensitive 
to  the  average  guarantee  percentage.  So,  based  on  the  emphasis 
currently,  we  will  see  the  subsidy  rate  feel  some  upward  pressures. 

Today,  the  SBA  7(a)  Program  is  a  model  public-private  partner- 
ship that  significantly  leverages  the  Government's  small  invest- 
ment in  the  program  and  it  is  estimated  the  Government  is  earning 
a  200  percent  annual  return  on  this  investment.  This  is  a  win-win 
program  for  everyone  involved. 

Our  association  is  ready  and  willing  to  sit  down  and  figure  out 
how  we  can  solve  our  problems.  Mr.  Schuster,  who  serves  on  our 
board  of  directors,  has  offered  up  some  suggestions  as  a  way  to  re- 
duce the  subsidy  rate.  I  have  heard  some  comments  that  perhaps 
this  is  too  early  to  be  detailing  substantive  subsidy  reduction  pro- 
posals. Maybe  so.  We  are  most  willing  to  sit  down  and  look  at  all 
the  alternatives  that  are  out  there. 

The  purpose  of  our  proposal  today  is  to  let  you  know  that  we  are 
very  serious  about  finding  a  way  to  get  the  subsidy  rate  down  and 
very  serious  about  finding  a  way  to  respond  to  as  many  potential 
borrowers  as  possible.  With  that,  I  would  like  to  respond  to  ques- 
tions. 

Chairwoman  Meyers.  Thank  you,  Mr.  Wilkinson. 

[Mr.  Wilkinson's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  I  have  a  couple  of  questions  and  then  I 
will  go  to  my  left,  to  Mr.  Hilliard. 

Mr.  Schuster,  I  think  your  suggestions  for  extending  the  money, 
making  our  subsidy  money  go  further,  seem  to  spread  the  pain  be- 
tween those  who  borrow  and  those  who  lend,  if  I  understand  what 
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you  are  suggesting.  The  40  basis  point  fee  that  you  suggest  pertain 
to  all  loans  instead  of  just  loans  that  are  sold  in  the  secondary 
market  is  0.4  percent,  I  believe,  and  if  my  arithmetic  is  accurate, 
that  is  $4  per  thousand  or  Mr.  Maguire's  loan  would  have  been 
about  an  additional  400.  Now,  I  think  that  is  accurate.  If  I  am 
wrong,  somebody  correct  me.  Four  thousand. 

Mr.  Schuster,  would  you  comment  on  that? 

Mr.  Schuster.  Id  be  happy  to.  Madam  Chair.  The  40  basis  point 
charge  is  a  fee  that  the  lender  pays.  Why  it  was  originally  rendered 
only  against  those  loans  that  are  sold  into  the  secondary  market 
is  somewhat  perplexing  and  was  at  the  time. 

Now,  the  justification  given  to  lenders  was  that  there  is  a  little 
extra  bookkeeping  to  handle  on  those  loans  sold  into  the  secondary 
market.  The  fiscal  agent,  Colson  and  Company  already  takes  a  lit- 
tle hunk  out  to  cover  the  extra  bookkeeping.  I  don't  think  the  lend- 
ing community  would  be  upset  at  all,  even  those  lenders  that  have 
an  abundant  capital  base  that  don't  have  to  sell  their  loans — ^the 
guaranteed  portion.  But  the  40  basis  points  is  very  critical  in  low- 
ering the  guarantee — or  excuse  me,  lowering  the  subsidy  so  we  can 
spread  the  existing  dollars  further.  That  is  significant. 

Do  you  remember,  Tony,  doesn't  that  one  thing  alone  lower  it 
like  20  some  basis  points? 

Mr.  Wilkinson.  I  think  it  is  actually  even  farther  than  that.  I 
think  it  is  68  basis  points,  40  basis  point  on  all  loans. 

Mr.  Schuster.  Again,  I  don't  think  any  lender  would  be  upset 
with  that  fee. 

Chairwoman  Meyers.  It  would  be  $4,000  per  million.  I  don't 
know  that  this  would  have  pertained  to  Mr.  Maguire's  loan  because 
I  don't  know  whether  his  was  sold  on  the  secondary  market  or  not 
and  maybe  that  has  already  been  calculated.  But  if  you  had  to 
charge  another  $4,000,  how  much  of  this  would  be  passed  on  to  the 
borrower  and  how  much  would  be  absorbed  by  the  lender? 

Mr.  Schuster.  One  himdred  percent  of  it  would  be  absorbed  by 
the  lender.  Mr.  Maguire's  loan  was  sold,  so  we  already  are  paying 
that,  in  our  case.  Don't  forget,  this  is  an  annual  fee  that  will  be 
charged  on  the  average  declining  balance  of  that  loan.  So,  if  it  is 
a  25-year  loan,  we  the  lender,  will  pay  that  fee  every  year.  It  is  just 
a  cost  of  doing  business.  It  lowers  our  profitability,  out  we  do  not 
pass  that  along  to  the  borrower.  In  fact,  all  three  of  the  suggestions 
made  would  impact  the  lender's  profitability  and  not  be  passed  on 
to  the  small  business  borrower. 

Chairwoman  Meyers.  Absorbed  by  the  lender. 

Now  the  75  percent,  you  have  suggested  that  all  loans  be  made 
at  a  75  percent  guarantee  level.  Do  you  have  any  indication  of  how 
that  would  affect  some  banks'  ability  to  make  loans,  if  they  only 
had  75  percent  guaranteed  as  opposed  to  80  percent? 

Mr,  Schuster.  No,  I  really  don't,  but 

Chairwoman  Meyers.  Mr.  Wilkinson,  would  you  like  to  comment 
or  maybe  Mr.  Mayhew? 

Mr.  Wilkinson.  One  of  the  things  behind  the  75  percent  guaran- 
tee level  was  a  notion  to  get  things  very  simple.  Today  if  you  ask 
what  is  the  guarantee  percentage  on  an  SBA  loan,  you  have  got  to 
draw  a  matrix  to  find  out  exactly  what  it  is.  It  is  very  complex.  So, 
setting  the  guarantee  percentage  at  a  fixed  level  makes  it  nice  and 
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simple.  It  also  would  increase  the  level  of  PLP  guaranteed  back  up 
from  70  to  75  to  put  the  PLP  lenders  at  least  on  an  even  playing 
field. 

One  of  the  problems  that  SBA  faces  today  is  that  their  person- 
nel  

Chairwoman  Meyers.  PLP  means  preferred  lenders. 

Mr.  Wilkinson.  Preferred  lenders. 

Chairwoman  Meyers.  These  are  loans  that  do  not  require  prior 
approval. 

Mr.  Wilkinson.  These  are  loans  made  by  SBA's  most  seasoned 
lenders  and  they  have  authority  to  approve  the  loan  without  a  de- 
tailed review  at  SBA  which  means  the  lenders  are  basically  doing 
the  work  for  the  agency  and  not  putting  a  drain  on  SBA  personnel 
resources. 

The  way  it  is  structured  today,  there  is  a  dramatic  decline  in  the 
usage  of  the  PLP  Program  and  most  of  those  loan  applications  are 
being  sent  to  the  SBA  offices  for  review  and  in  many  places  the 
system  is  getting  bogged  down  and  we  think  that  by  at  least  put- 
ting the  preferred  lenders  on  a  level  playing  field  that  they  would 
then  revert  back  to  using  the  preferred  program  and  take  a  lot  of 
the  pressures  off"  of  the  SBA  offices. 

Chairwoman  Meyers,  Mr,  Mayhew  or  Mr.  Terry,  would  you  like 
to  comment  on  this?  Then  I  am  going  to  have  to  pass  it  on  to  some 
of  my  colleagues. 

Mr.  Mayhew.  Yes,  ma'am.  Bank  South  has  averaged  around  78 
percent  on  its  guarantee  for  the  last  several  years,  so  75  percent 
would  not  make  a  hardship  on  us. 

Something  we  do  need  to  consider,  though,  are  those  small  com- 
munity bankers  who  depend  on  that  90  percent  under  the  LowDoc 
and  small  loan  program  to  make  those  marginal  startup  loans.  But 
again,  that  is  only  a  small  percentage  really  when  you  talk  about 
total  dollars  in  the  program.  Seventy-five  percent  would  be  fine 
with  us. 

I  would  like  to  get  back  just  a  second,  though,  to  the  subsidy  rate 
and  the — not  the  subsidy  rate  but  the  pass-through,  the  40  basis 
points  that  Tony  and  Mr.  Schuster,  talked  about.  We  do  not  sell 
our  loans  at  Bank  South.  We  hold  them  in  our  portfolio  because  we 
are  adequately  capitalized  and  we  don't  need  to  generate  the  fee  in- 
come also  that  comes  from  selling  those  loans  in  the  secondary 
market,  I  think  the  recent  figure  is  about  half  of  all  loans  made 
7(a)  are  sold  in  the  secondary  market,  if  I  am  not  mistaken  on  that. 
Not  many  of  those  are  million-dollar  loans.  I  think  our  average 
loan  size  at  Bank  South  has  been,  in  the  Atlanta  district  office,  has 
been  about  $300,000  for  the  last  several  years.  So,  at  that  rate,  we 
are  talking  about  $1,200  initially  on  a  loan. 

I  would  like  to  investigate  a  pass-through  on  part  of  that  to  the 
borrower  if  we  could  look  into  that,  because  most  borrowers  out 
there  today  when  you  are  making  a  conventional  loan  expect  to  pay 
some  sort  of  origination  or  commitment  fee.  That  sort  of  fee  has 
been  forbidden  by  SBA  since  I  have  been  in  the  program,  which  is 
14  years.  I  think  if  we  are  going  to  start  that,  we  do  need  to  look 
at  the  impact  on  perhaps  allowing  the  lender  to  pass  through  part 
of  that  40  basis  points  to  the  borrower  as  an  origination  fee. 
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Mr.  Wilkinson.  I  would  say  when  the  40  basis  point  was  put  on 
the  secondary  market  sales,  there  were  a  number  of  lenders  who 
increased  the  interest  rate  to  the  borrower  to  offset  this  cost  and 
there  were  also  some  other  changes,  some  subtle  changes.  Some  of 
our  lenders  used  to  pay  the  guarantee  fee  for  the  applicant  and 
with  the  40  basis  point  fee  and  the  reduction  in  the  lenders'  reve- 
nue streams  they  would  discontinue  that.  So,  there  have  been  some 
subtle  pass-throughs  of  the  cost  to  the  small  business  applicant.  I 
think  the  average  interest  rate  has  been  running  slightly  over- 
prime  plus  two  and  I  would  anticipate  that  we  would  see  a  slight 
increase  in  the  average  interest  rate. 

I  also  wanted  to  comment  on  the  75  percent  guarantee.  We  are 
very  sensitive  to  the  impact  this  may  have  on  the  smaller  loans. 
The  LowDoc  Program  is  just  getting  up  and  running  and  we  fully 
support  the  process  in  the  LowDoc  Program.  We  have  some  con- 
cerns based  on  the  spike  in  loan  volume  and  the  fact  that  SBA  has 
limited  resources  to  really  check  to  see  what  the  quality  of  that 
portfolio  is.  So,  we  are  concerned  what  the  75  percent  impact  might 
nave  on  the  smaller  loans.  We  are  open  for  discussion  there.  At  the 
same  point  in  time,  we  want  to  make  sure  that  we  are  getting  the 
right  kinds  of  loans  in  the  LowDoc  Program  and  I  think  it  is  just 
a  Tittle  bit  early  to  tell. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Wilkinson.  Mr. 
Hilliard. 

Mr.  Hilliard.  I  have  no  questions.  Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much. 

Mr.  Thompson.  Thank  you.  Madam  Chairman.  I  would  just  like 
to  make  a  comment  that  I  have  had  a  number  of  people  in  my  dis- 
trict in  Mississippi  who  have  participated  with  the  LowDoc  Pro- 
gram. Compared  to  paperwork  of  the  past,  this  is  light-years  ahead 
of  where  we  used  to  be  in.  I  am  excited  about  it  and  I  look  forward 
to  further  evaluation  and  improvement  on  the  program.  But  it  ap- 
pears that  for  the  amount  of  100,000  and  below  that  it  is  a  good 
program.  I  would  just  like  to  make  note  of  that  for  the  record. 

Chairwoman  MEYERS.  Thank  you,  Mr.  Thompson.  Mr. 
Torkildsen. 

Mr.  Torkildsen.  I  thank  you.  Madam  Chair. 

Mr.  Wilkinson,  to  follow  up  the  point  in  Chairwoman  Meyers — 
Chairman  Meyers — what  is  your  preferred  title? 

Chairwoman  Meyers.  Chairman.  I  think  it  comes  out  easier.  It 
doesn't  matter.  You  can  call  me  an3rthing  you  like. 

Mr.  Torkildsen.  As  the  distinguished  Chair  from  the  Sunflowers 
State  asked  before  and  just  follow  up  a  little  bit  more,  the  guaran- 
tee percentage  and  its  relationship  on  the  subsidy  rate,  I  mean  I 
am  concerned  that  if  we  do  see  a  shift  to  more  90  percent  guaran- 
tee funds  if  that  is  going  to  increase  the  subsidy  rate  given  that — 
I  mean,  every  program  in  the  Federal  Government  is  going  to  have 
to  be  looking  at  some  type  of  reduction.  As  worthwhile  as  these 
programs  are,  I  don't  want  to  see  us  ultimately  price  ourselves  out 
of  existence  because  the  subsidy — excuse  me,  the  guarantee  rate 
that  we  put  in  place  requires  more  funding  and  not  a  level  funding 
or  possibly  even  a  smaller  amount  of  funding.  So,  can  you  envision 
some  type  of  change  in  that  so  perhaps  going  to  the  75  percent  fig- 
ure or  some  other  figure  so  that  we  aren  t  seeing  that  upward  pres- 
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sure  on  the  subsidy  rate?  I  mean,  to  me  that  is  a  red  flag  and 
something  we  should  all  be  concerned  about  for  the  future  of  the 
program. 

Mr.  Wilkinson.  We  are  concerned  about  that,  too,  having  been 
in  this  appropriations  problem  now  for  several  years,  always  hit- 
ting up  against  our  upward  limit.  Yes,  the  subsidy  rate  is  going  to 
feel  upward  pressures  because  of  the  volume  of  LowDoc  loans  and 
we  are  concerned  about  that.  Again,  we  support  the  process  but  we 
have  got  to  take  a  look  at  can  the  process  continue  to  work  at  a 
lower  guarantee  percentage.  I  think  the  answer  is  yes.  The  number 
may  not  be  as  low  as  75.  It  may  be  80  or  85.  But  we  need  to  figure 
out  where  it  is  at.  Ninety  is  simply  too  high  for  the  subsidy  rate 
issues,  and  could  cause  some  problems  with  the  volumes  that  we 
are  seeing. 

Mr.  TORKILDSEN.  For  any  of  you  who  might  feel  comfortable  an- 
swering this,  when  you  have  a  90  percent  guarantee,  I  am  not  a 
banker  myself,  is  that  an  easier  piece  of  paper  to  resell  on  the  sec- 
ondary market?  Or  is  it  just  that  the  part  that  is  not  guaranteed 
is  a  larger  risk  that  the  lending  institution  has  to  keep  on  their 
books?  Could  any  of  you  explain  that  a  little  more  thoroughly? 

Mr.  Schuster.  I  might  address  that.  If  I  don't  specifically,  would 
you  ask  it  again? 

Mr.  ToRKiLDSEN.  Sure. 

Mr.  Schuster.  First,  our  company — and  we  would  be  about  the 
13th  largest  lender  in  the  country,  about  a  third  of  our  loans  last 
year  were  under  155,000  and  we  sell  those.  Now,  actually  you  prob- 
ably don't  command  as  good  a  premium  on  the  smaller  loans  as  you 
would  the  larger  and  the  longer  term  loans.  I  have  long  thought, 
and  Ms.  Meyers  alluded  to  my  age,  thank  you,  I  have  long  thought 
that  a  90  percent  guarantee  was  not  an  adequate  level  of  exposure 
to  discipline  the  lenders'  judgments.  On  a  $100,000  loan,  I  believe 
that  more  than  a  $10,000  exposure  ought  to  exist  with  that  lender. 
Now,  I  don't  think  it  should  go  so  low  that  it  would  discourage 
making  those,  but  you  know,  25  percent  or  15  percent,  whatever. 

Plus  I  might  raise  a  little  controversy.  I  remember  back  when 
there  were  other  programs  established  by  Congress  that  had  artifi- 
cially established  loan  ceilings.  Like  one  time  there  was  a  $50,000 
loan  program  for — they  called  it  the  equal  opportunity  loan  pro- 
gram. There  were  just  countless  $50,000  loans  made.  The  same 
thing  is  happening  now  on  LowDocs  that  have  a  $100,000  limit. 
They  will  soon  be  doing  that  on  LowDocs  that  have  a  $50,000  limit, 
et  cetera. 

Truly  a  small  businessperson  and  their  loan  officer  ought  to  be 
evaluating  the  true  capital  needs  of  a  business,  not  trying  to  con- 
form that  need  within  some  artificially  established  limits.  Too  often 
I  have  seen  that  these  artificially  established  limits  will  almost  as- 
sure higher  losses.  On  the  back  end  you  end  up  hurting  some  of 
the  very  people  the  program  was  designed  to  help.  I  think  we  al- 
ways ought  to  look  at  what  is  the  capital  need  of  this  business,  not 
what  is  the  limit  of  a  program. 

Mr.  TORKILDSEN.  That  does  answer  the  first  part  of  my  question 
and  I  appreciate  that.  Does  anyone  else  want  to  comment  on  that 
or  on  the  second  part? 

Chairwoman  Meyers.  What  was  the  second  part? 
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Mr.  TORKILDSEN.  The  first  part  about  the  overall  effect  on  the 
program  and  Mr.  Schuster's  answer  does  touch  upon  that.  The  sec- 
ond part  was  in  dealing  with  the  resale  market,  does  the  percent- 
age, that  of  the  guarantee  affect  your  ability  to  resell  a  loan  or  not 
at  all? 

Mr.  Wilkinson.  No.  In  the  secondary  market  regardless  of  the 
guarantee  percentage,  it  is  a  full  faith  and  credit  instrument.  So, 
the  guarantee  size  won't  play  into  that. 

But  I  do  want  to  just  comment  on  reducing  the  guarantee  per- 
centage and  we  have  got  to  be  careful  as  to  how  far  we  go,  is  that 
the  bulk  of  the  participants  in  this  program  are  commercial  banks 
and  they  are  funded  with  short-term  deposits  and  they  don't  put 
short-term  deposits  into  long-term  loans.  That  is  a  basic  bias  here. 
That  is  one  reason  why  this  association  has  tried  to  keep  the  per- 
centage as  high  as  it  could  because  it  requires  those  lenders  as  the 
guarantee  comes  down  to  put  more  and  more  short-term  deposits 
into  long-term  loans.  That  is  a  mismatch. 

Mr.  TORKILDSEN.  Thank  you.  Madam  Chair. 

Chairwoman  Meyers.  I  would  like  to  recognize  Mr.  Flake,  but 
first  I  would  like  to  say  a  couple  of  things.  I  would  like  to  have  the 
committee  grant  unanimous  consent  if  they  would  for  Mr.  LaFalce's 
opening  statement  and  his  questions  to  be  inserted  into  the  record. 
Mr.  LaFalce  has  a  Banking  Committee  conflict  this  morning.  In 
fact,  I  think  we  have  several  Banking  Committee  conflicts  this 
morning.  So,  I  am  sorry  about  that  but  it  is  one  of  those  things 
that  we  can't  predict. 

[Mr.  LaFalce's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Flake. 

Mr.  Flake.  Thank  you  very  much,  Madam  Chairman.  I,  too, 
have  the  banking  conflict  and  I  unfortunately  just  finished  my 
questioning  on  the  $40  billion  potentially  for  Mexico.  So,  but  to  me, 
a  primary  concern  has  to  do  with  how  we  create  mechanisms  by 
which  we  get  the  greatest  amount  of  potential  capital  into  commu- 
nities, to  small  businesses. 

I  am  fortunate,  I  have  the  first  of  the  SBA  one-stop  capital  shops 
which  has  already  opened  in  my  district  which  will  have  all  of  the 
programs,  including  the  7(a)  and  we  just  opened  up  last  week.  The 
problem  becomes  one  of — and  I  am  hearing  it  as  you  talk  about 
LowDocs  and  the  kind  of  loans  that  are  made,  and  trying  to  create 
the  mechanisms  by  which  we  educate  persons  to  the  reality  that 
in  any  lending  situation,  although  it  has  a  guarantee,  there  is  a  re- 
sponsibility to  develop  not  only  an  appropriate  business  plan  but 
an  understanding  that  although  the  Government  has  made  a  guar- 
antee, you  have  to  pay  it  back.  Therefore,  if  you  are  going  to  pay 
it  back,  you  have  to  have  all  of  the  requirements  that  any  other 
business  has  in  place  to  make  it  work. 

I  am  a  strong  proponent  of  the  SBA  Program;  however,  I  find 
that  in  many  instances  SBA  has  been  short  in  assuring  that  once 
those  persons  began  or  reached  that  point  where  they  are  not  pay- 
ing, they  don't  move  rapidly  enough  in  getting  that  person  to  un- 
derstand that  you  have  to  pay  the  loan,  and  so  SBA  gets  a  case 
that  is  a  year  old  where  they  haven't  paid  a  dime  on  a  loan  because 
they  think  it  has  a  Government  guarantee  so  it  is  OK  to  do  it. 
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I  run  my  own  business.  I  have  eight  corporations  under  a  church 
umbrella.  In  all  of  those  situations  we  have  never  bothered  SBA. 
We  have  dealt  with  the  reality  that  we  have  to  raise  our  capital 
and  that  that  is  our  leverage  and  then  we  go  to  the  bank  and  say, 
you  have  an  obligation  to  do  it  and  we  are  rebuilding  the  commu- 
nity that  way  and  we  have  created  some  780  jobs.  I  tnink  it  is  out 
of  this  small  business  sector  that  we  are  going  to  have  to  do  that 
if  we  are  going  to  rebuild  urban  commimities  in  America. 

What  has  been  the  overall  default  rate  in  terms  of  your  SBA  7(a) 
guaranteed  loans?  Can  anybody  tell  me  that? 

Mr.  Wilkinson.  Attached  to  my  testimony  is  a  report  from  GAO 
that  details  out  the  loss  rates  and  they  have  been  steadily  declin- 
ing. This  starts  in  1985.  During  the  period  of  time  where  it  was 
a  nigh  of  4.05  down  to  last  year's  loss  rate  of  1.27.  The  portfolio 
has  one  of  its  best  currency  rates.  SBA  has  been  doing  a  much  bet- 
ter job  in  loan  collections,  in  loan  underwriting.  The  lenders  are 
learning  how  to  follow  SBA's  policies  and  procedures  much  better. 
That  leads  to  better  currencies  and  lower  loan  loss  rates  as  well. 

Mr.  Flake.  I  have  made  arguments  on  occasions  that  if  America 
is  to  strengthen  its  Third  World  within  our  borders,  which  is  basi- 
cally marked  by  its  urban  communities  and  the  decay  and  deterio- 
ration therein,  that  rather  than  historical  programs,  as  we  know 
them,  that  bring  no  return,  in  that  the  way  to  go  is  to  create 
enough  loan  guarantee  programs  that  you  are  able  then  to  create 
jobs  so  you  create  a  base  of  folks  that  become  taxpayers. 

You  take  individuals  who  have  been  on  welfare — and  of  my  780 
employees,  half  of  them,  more  than  half  of  them  were  welfare  re- 
cipients. You  take  persons  who — and  we  take  some  risk  with  some 
ex-felons.  We  found  that  if  you  put  them  in  a  disciplined  environ- 
ment, teach  them  work  ethic  and  work  discipline  they  will  perform. 

What  is  your  opinion  in  relationship  to  guaranteed  loan  pro- 
grams versus  other  programs  that  we  have  historically  tried  to  use 
to  resolve  the  problem  with  inner  cities?  Anyone  can  take  that. 

Timothy  Terry,  I  was  reading  your  testimony.  You  look  like 
you 

Mr.  Terry.  Having  worked  with  many,  many  lenders  throughout 
Texas  and  Louisiana,  I  can  tell  you  the  SBA  guarantee  program 
entices  them  to  pursue  loan  customers  within  the  underdeveloped 
or  employment  surplus  zones.  They  do  that  for  a  number  of  rea- 
sons. One,  primarily,  the  Community  Reinvestment  Act,  the  CRA 
requirement.  The  SBA  loans  do  a  terrific  job  of  helping  them 
achieve  their  CRA  requirements  when  they  loan  in  these  commu- 
nities. The  challenge  they  have  is  still  finding  creditworthy  appli- 
cants. That  is  key.  SBA  guarantee  does  not  mean  that  you  no 
longer  need  to  be  creditworthy  to  qualify.  The  key,  then,  is  to  be 
out  knocking  on  doors  and  finding  the  creditworthy  candidates  in 
those  urban  areas  and  the  SBA  Program  is  vital  to  accomplishing 
that. 

Mr.  Flake.  Any  other  responses? 

Mr.  Wilkinson.  I  think  looking  at  some  of  the  other  programs 
and  comparing  it  to  SBA's  success,  I  mean,  they  have  got  a  consist- 
ent delivery  system.  Again,  this  is  a  model  program.  I  think  if  we 
can  use  that  model  for  other  loan  programs  or  provide  SBA  the  re- 
sources to  carry  on  some  of  those  initiatives — they  have  been  at 
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this  now  for  40  some  odd  years  and  are  getting  it  done  pretty  well 
right,  I  think  that  is  a  key. 

You  have  to  have  a  workable  system,  a  program  that  when  the 
lender  goes  to  it,  they  know  that  it  is  going  to  work,  that  they  are 
not  there  spinning  wheels  and  getting  the  runaround.  When  the 
lender  goes  to  the  SBA  today,  we  know  the  system,  we  are  going 
to  get  our  loan  applications  processed,  we  are  going  to  get  an  an- 
swer, and  we  are  going  to  get  the  loans  done. 

Mr.  Flake.  Would  you  agree  with  me,  then,  if  we  are  going  to 
expand  programs,  that  this  might  be  a  logical  program,  rather  than 
cutting  back  and  reducing,  that  because  you  are  anticipating  a  re- 
turn on  whatever  funds  you  have  put  out  because  they  are  in  fact, 
loans  that  this  is  the  place  you  ought  to  be  looking  at  increasing 
because  the  more  jobs  you  create,  the  more  persons  you  take  off  the 
unemployment  role,  the  stronger  the  economy  becomes,  the  more 
persons  you  don't  have  to  provide  for  through  some  other  entitle- 
ment program,  and  therefore,  if  you  are  going  to  do  it,  this  is  the 
right  way  to  do  it.  This  is  the  best  way  to  do  it  because  you  don't 
create  dependency.  As  a  matter  of  fact,  you  create  independence, 
because  the  more  folk  you  put  in  business,  the  more  jobs  they  gen- 
erate, the  more  folk  you  have  actually  made  capable  of  being 
helped — ^helping  to  support  the  economy.  I  am  riding  against  the 
tide  of  those  who  would  argue  that  it  is  time  for  SBA  to  basically 
either  reduce  or  go  out  of  business  and  I  would  just  like  your  feel- 
ings on  just  the  overall  response  to  my  assessment  of  what  we 
ought  to  be  doing. 

Mr.  Schuster.  Congressman,  if  I  might  just  make  a  stab  at  this. 
Fortunately  over  my  35  years  in  this  business,  I  have  been  a  party 
to  several  very  successful  businesses  of  the  type  that  have  achieved 
the  end  you  are  talking  about.  We  need  that  in  this  country,  I  don't 
know  how  we  get  there  in  a  declining  budget  environment  unless — 
I  keep  hearing  the  word  "dynamic  scoring."  If  truly  0MB  or  maybe 
it  is  the  Credit  Control  Act  of  1990,  whatever  it  is  that  drives  the 
subsidy  rate,  when  the  budget,  the  appropriation  goes  down  every 
year  and  therefore  you  have  to  have  fewer  losses  every  year  to  han- 
dle the  growing  demand,  one  of  the  negative  reactions  to  that  is  it 
is  pricing  out  of  this  program  the  very  people  who  we  need  to  help 
in  the  cities,  the  inner  cities,  et  cetera,  those  that  the  program 
should  serve.  So,  it  either  has  to  be  accommodated  by  a  different 
way  of  figuring  the  subsidy,  which  I  think  the  subsidy  ought  to 
carry  some  positive  factors  in  it,  such  as  jobs  created,  taxes  gen- 
erated, less  welfare  dollars,  et  cetera. 

But  hopefully  Congress  might  address  the  1990  Credit  Control 
Act  and  the  way  that  the  subsidy  rate  is  figured.  But  until  we  have 
either  the  ability  to  have  a  higher  subsidy  rate  or  different  scoring 
one  way  or  the  other,  we  are  going  to  have  a  growing  problem  in 
this  area. 

Mr.  Flake.  If  we  don't  create  those  jobs,  then  we  don't  even  have 
a  place  to  put  people  if  they  come  off  of  welfare. 

Mr,  Schuster.  Right. 

Mr.  Flake.  The  reality  is  it  is  not  one  or  the  other.  It  seems  to 
me  the  balance  is  if  you  say  you  want  to  reduce  welfare,  you  have 
to  create  a  means  in  the  communities  where  the  people  you  are 
bringing  off  of  welfare  live  to  be  able  to  work  in  those  communities. 
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because  the  distance  for  many  of  them  to  even  get  to  the  job  works 
against  their  desire  to  want  to  work  because  that  everyday  trip,  if 
you  are  in  Jamaica,  New  York  where  I  am  and  you  have  a  job  out 
on  Hicksville,  out  on  the  island,  if  you  are  deahng  with  baby  care, 
child  care,  drop  the  baby  off,  go  out  to  the  island  which  is  an  hour's 
drive,  back  into  the  city,  pick  up  your  child,  that  is  a  disincentive 
to  work. 

I  think  creating  the  job — why  is  it  that  people  have  not  seen 
these  communities  as  fertile  fields  of  opportunity?  We  were  down- 
stairs talking  about  $40  billion  for  Mexico  and  we  do  it  based  on 
the  fact  that  we  say  this  is  a  fertile  field  of  opportunity  for  Amer- 
ica. Yet  you  have  a  work  force,  you  have  manpower,  human  re- 
sources— I  am  sorry,  Miss  Meyers.  You  have  human  resource 
power.  You  have  all  of  the  elements  of  a  stable  Government.  You 
have  a  stable  dollar.  You  are  not  dealing  with  pesos  or  anything 
else.  Right  here,  we  have  a  viable  opportunity  to  turn  our  economy 
around  to  be  strong  enough,  to  be  able  to  change  our  whole  per- 
spective to  the  rest  of  the  world.  Then  it  becomes  easier  to  deal 
with  these  other  problems. 

I  am  not  going  to  say  anything  else.  But  I  have  a  real  passion 
because  I  live  in  a  community,  I  work  in  it.  I  pastor  a  church  in 
it.  I  have  created  jobs  in  it.  I  know  it  can  happen.  Yet  when  we 
talk  about  doing  it  this  way,  people  argue  against  it  because  they 
still  put  the  nomenclature  on  top  of  it  that  it  is  a  social  program. 

Lending  is  not  a  social  program.  Investing  is  not  a  social  pro- 
gram. It  is  how  we  built  whatever  corporations,  whatever  compa- 
nies, whatever  communities  we  built  in  America.  We  have  done  it 
through  lending.  If  you  get  people  to  the  point  of  understanding  it 
is  a  loan  and  you  are  paying  back  the  loan  and  everybody  benefits 
by  it,  it  seems  to  me  that  we  go  a  long  way  in  making  the  economy 
stronger.  But  I  don't  want  to  preach  today.  I  could  take  the 
time 

Chairwoman  Meyers.  Thank  you. 

Mr.  Schuster.  I  would  just  like  to  tell  him  I  would  like  to  join 
your  church.  Also,  let  me  put  in  a  plug  for  a  very  good  program 
that  SBA  has  and  that  is  the  HAL  Program,  the  handicapped  as- 
sistance loan  program.  Our  community  has  one  of  the  shining  ex- 
amples of  what  you  are  talking  about.  Congressman,  only  many  of 
the  150  people  who  work  in  this  environment  are  severely  handi- 
capped people.  Many  of  them  have  come  from  institutions.  They  are 
all  now  earning  at  least  minimum  wage.  They  are  paying  for  their 
own  medical  benefits.  They  are  earning  social  security  benefits,  et 
cetera,  et  cetera.  If  there  wasn't  a  HAL  Program,  many  would  still 
be  the  wards  of  the  State.  They  tell  me  the  cost  to  keep  one  person 
in  an  institution  over  a  life  exceeds  $1  million.  That  would  finance 
an  awful  lot  of  7(a)  loans. 

Chairwoman  Meyers.  I  appreciate  very  much  your  testimony. 

Mr.  Flake.  If  the  gentlelady  would  yield  for  one  final  comment? 

Chairwoman  Meyers.  Yes. 

Mr.  Flake.  The  cost  of  building  more  jails  exceeds  that.  That  is 
the  tragedy,  is  that  we  do  not  see  the  relationship  between  the 
amoimt  of  monies  we  are  putting  into  jails  and  the  amount  of  mon- 
ies that  we  would  not  have  to  put  in  if  we  dealt  with  not  only  the 
HAL  Program  but  we  could  reduce  the  amount  of  jail  cells  we  could 
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build  because  people  would  have  jobs  in  the  community  in  which 
they  live. 

Thank  you  very  much.  You  have  been  very  indulgent. 

Chairwoman  Meyers.  Thank  you,  Mr,  Flake. 

I  would  like  to  say  the  comment  of  Mr.  Schuster  about  dynamic 
scoring  certainly  pertains  to  Mr.  Maguire's  story  where  he  told  of 
the  number  of  new  hires,  the  amount  of  wages  paid,  the  amount 
of  taxes  paid,  so  this  is  a  program  that  benefits,  I  think,  all  of  us. 

I  would  like  to  ask  one  final  question,  if  you  can  answer  it  quick- 
ly and  direct  this  one  to  Mr.  Cox  or  Miss  Forbes,  whoever  would 
like  to  answer  it.  There  was  a  comment  made  that  there  was  some 
concern  that  you  had  not  notified  or  given  the  lenders  advance  no- 
tice about  the  fact  that  you  were  running  low  on  money,  the  fact 
that  you  were  going  to  have  to  take  the  guarantee  down  from 
$750,000  to  $500,000.  Did  this  happen  quickly  and  surprise  you? 
Were  you  trying  to  arrive  at  a  decision  about  what  to  do?  Will  you 
comment  on  that,  please?  And  then  I  promise  you  all  we  will  be 
adjourned. 

Mr.  Cox.  Thank  you.  Madam. 

In  reaching  a  decision,  we  had  to  weigh  what  would  happen  if 
we  gave  advance  notice.  It  would  mean  that  manv,  many  more  ap- 
plications would  be  keyed  in,  would  use  more  of  our  resources  at 
that  time.  We  had  to  go  ahead  with  short  notice  in  order  to  keep 
that  from  happening.  It  was  strictly  a  management  decision  to  go 
forward  in  that  manner. 

We  certainly  are  open  to  this  committee  and  the  associations  to 
work  from  here  on  in  to  get  us  in  a  position  and  so  that  the  cap 
could  be  taken  off. 

Chairwoman  Meyers.  All  right.  Well,  I  appreciate  your  com- 
ments very  much,  all  of  you.  We  have  benefited  from  it.  We  stand 
adjourned. 

[The  information  may  be  found  in  the  appendix.] 

[Whereupon,  at  12:14  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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STATEMENT  OF  CONGRESSWOMAN  EVA  M.  CLAYTON 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

"SBA  7(a)  LENDING  PROGRAM" 

Wednesday  January  25,  1995 


Madame  Chairwoman,  The  Small  Business  Committee  has  convened  today  to  hear 
testimony  from  several  respected  panelists  on  the  effectiveness  and  impact  of  the  Small 
Business  Administration's  7(a)  Program,  a  program  designed  to  provide  greater  access  to 
capital  to  small  businesses  traditionally  underserved  by  the  nation's  commercial  lending 
institutions.    This  hearing  comes  in  light  of  SBA's  action  of  last  December.    Faced  with 
increased  demand,  the  SBA,  with  Office  of  Management  and  Budget  (OMB)  approval, 
lowered  its  cap  from  $750,000  to  $500,000  and  borrowed  $350  million  in  guarantee 
authority  from  the  fourth  quarter.    In  the  absence  of  legislation,  this  was  seen  as  the  most 
effective  means  by  which  to  extend  the  life  of  the  7(a)  program. 

In  today's  hearing  we  must  ask  ourselves  many  questions.    Questions  such  as:    Does 
SBA's  7(a)  Program  still  have  value?    Or  does  it  perform  a  fiinction  that,  in  today's 
environment,  could  be  best  served  by  private  institutions?    Does  this  program  demand 
greater  regulatory  oversight?   Or  does  it  require  an  abatement  of  regulatory  controls  so 
that  the  management  will  have  the  freedom  to  adjust  to  a  changing  environment? 

When  we  honestly  ask  ourselves  these  questions,  the  answers  become  clear  and  evident. 
The  SBA's  7(a)  program  has  and  continues  to  fill  a  desperate  need  to  connect  small 
businesses  that  have  traditionally  found  it  incredibly  difficult  to  attain  capital  with 
commercial  lending  institutions  that  have  not  always  found  it  economical  to  lend  to 
smaller  borrowers.    Furthermore,  the  SBA  has  necessarily  acted  in  tandem  with  the 
Congress  and  the  Federal  Government.    Although,  we  may  debate  the  need  for  lesser  or 
greater  Congressional  oversight,  we  can  all  agree  on  the  fact  that  the  SBA's  7(a)  program 
has  been  and  is  a  great  success  story,  enabling  small  businesses  to  gain  access  to 
desperately  needed  capital  to  create  jobs  and  contribute  to  an  expansive  and  dynamic 
economy.    Also,  we  must  remember  that  the  7(a)  program  is  not  a  direct  lending 
program.    It  only  guarantees  a  percentage  of  the  loans  in  case  of  default. 

In  my  state  of  North  Carolina,  alone,  over  the  fiscal  year  of  1995  the  SBA  estimates  that 
760  7(a)  loans  will  be  approved.    This  is  an  increase  over  the  previous  year  of  more  than 
300  loans.    Accordingly,  I  believe  we  must  all  recognize  the  value  of  the  SBA's  7(a) 
Program,  as  a  mediator  between  traditionally  underserved  small  businesses  and 
commercial  lending  institutions,  leading  to  the  creation  of  jobs  and  the  expansion  of  our 
economy  and  we  must  all  work  to  insure  its  continued  viability. 
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Opening  Statement 

of 

Honorable  John  J.  LaFalce 

Hearing  on  7(a)  Loan  Guarantee  Program 

January  25,  1995 

At  the  outset  I  want  to  welcome  Administrator  Lader  in  his 
first  appearance  before  this  Committee.  It  was  with  mixed  emotions 
that  I  learned  of  the  summons  of  Mr.  Lader' s  predecessor,  Erskine 
Bowles,  to  serve  as  Deputy  Chief  of  Staff  at  the  White  House.  On  » 
the  one  hand  I  was  certainly  pleased  that  the  President  would  be 
able  to  make  first  hand  use  of  Mr.  Bowles'  talents;  but  on  the 
other  hand,  his  departure  from  SBA  left  a  tremendous  void.  If 
Erskine  had  to  depart,  though,  I  cannot  think  of  someone  with  a 
better  background  to  take  his  place  than  Philip  Lader.  Mr. 
Administrator,  I  have  enjoyed  working  with  you  in  the  short  time 
you  have  been  on-board  and  I  look  forward  to  future  discussions. 

Unfortunately,  some  things  never  change.  It  was  less  than  two 
short  years  ago  that  we  were  meeting  and  discussing  various  ways  to 
stretch  7(a)  loan  dollars.  Previously,  an  emergency  supplemental 
had  been  provided,  but  Federal  budget  reductions  would  not  again 
permit  that  as  a  solution  to  a  budget  shortfall. 

Instead,  the  Congress  and  the  President,  with  concurrence  of 
the  lending  industry,  took  two  steps. 

First,  we  reduced  the  percentage  of  the  loan  which  SBA  would 
guarantee  if  the  loan  was  either  for  a  long  term  or  was  made  by  a 
preferred  lender  operating  with  delegated  authority  to  approve 
loans  on  the  Agency's  behalf. 

Second,   we   imposed  a  small   fee  on  loans  sold  by  the 
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originating  lender  to  investors  in  the  secondary  market. 

I  believe  that  it  was  everyone's  hope  that  these  actions  would 
solve  the  budget  problem.   Unfortunately,  they  have  not. 

In  December,  the  SBA  determined  that  requests  for  loan 
guarantees  would  exceed  available  guarantee  authority  by  $1.5 
billion.  To  avoid  periodically  closing  the  loan  window,  the  Agency 
administratively  reduced  the  maximum  SBA  exposure  on  a  guarantee  to 
$375,000  for  long  term  loans,  in  lieu  of  the  statutory  $750,000 
limit.  It  is  my  understanding  that  even  with  this  action,  the 
program  will  exhaust  its  guarantee  authority  before  the  end  of  the 
year . 

Closing  the  program  is  probably  the  least  desirable  option. 
There  are  a  number  of  changes  which  should  be  considered.  However, 
if  we  cannot  provide  loans  to  all  applicants,  first  we  must 
determine  our  priorities  -  -  -  what  are  the  priority  categories  of 
borrowers  to  whom  the  Agency  should  direct  its  assistance  and  at 
what  cost  and  in  what  amounts. 

If  we  are  not  very  careful  and  deliberate  in  this  process,  we 
could  easily  develop  a  program  with  virtually  no  cost,  but  then  no 
one  would  be  eligible,  either. 

I  hope  that  this  morning's  hearing  is  simply  the  first  step  in 
our  consideration  of  this  complex  equation.  Almost  one-half  of  the 
Members  on  our  Committee  are  new  to  Congress.  Thus  the  first  step 
must  be  to  educate  them  as  to  the  nature  of  the  SBA's  program  and 
the  borrowers  who  participate  in  it.  Only  after  this  has  been  done 
should  we  consider  making  changes  in  it. 

I  look  forward  to  working  with  Chairwoman  Meyers,  the 
Administration  and  the  lending  industry  towards  this  end. 
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Good  Morning,  Madam  Chairwoman.    I  want  to  take  this  opportunity  to  welcome  our 
witnesses  today.    I  look  forward  to  hearing  their  views  on  the  SBA  7(a)  program. 

Coming  from  Massachusetts,  I  hear  frequently  from  small  businessmen  and  women  about 
how  hard  it  is  to  gain  access  to  affordable  capital.    While  the  economy  has  greatly  improved 
nationally  and  is  still  on  the  upswing  in  my  home  state,  the  effects  of  the  New  England  credit 
crunch  continue  to  linger. 

That  is  why  programs  like  the  SBA  7(a)  program  are  so  important  to  our  small  businesses. 
Based  on  first  quarter  estimates  for  FY  1995,  7(a)  loan  approvals  in  Massachusetts  will 
increase  from  FY  1994  by  nearly  100  percent.    That  means  an  estimated  $31.0  million  more 
approved  in  loan  guarantees  to  help  Massachusetts  small  business  grow. 

My  colleagues  and  I  are  well  aware  of  the  strain  of  decreased  appropriations  and  increased 
demands  for  guarantees  through  this  program.    I  look  forward  to  hearing  from  Administrator 
Lader  about  ways  the  SBA  will  try  to  meet  the  challenge  of  streamlining  their  program  and 
organization  while  continuing  to  meet  the  needs  of  the  small  business  community.    I  also 
hope  that  as  we  embark  on  the  Committee's  top-to-bottom  review  of  all  SBA  programs  that 
the  small  business  representatives  here  today  wUl  provide  us  with  their  real  world  views  on 
the  efficacy  of  this  program  and  how  it  has  effected  their  business's. 

Thank  you. 
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HEARING  ON  THE  7 (A)  LOAN  PROGRAM 

January  25,  1995 

Good  morning,  today  the  Committee  on  Small  Business  will 
hear  testimony  regarding  the  Small  Business  Administration's 
flagship  program,  the  7(a)  general  business  loan  guarantee 
program.   This  year  the  7(a)  program  will  provide  guarantees  for 
7.8  billion  dollars  of  small  business  loans,  most  of  them  for 
amounts  under  one  hundred  thousand  dollars,  to  small  businesses 
unable  to  obtain  credit  elsewhere.   This  is  a  significant  aid  to 
what  is  widely  considered  small  business'  greatest  obstacle  - 
access  to  capital. 

Unfortunately,  even  this  amount  of  aid  appears  to  be 
insufficient.    Despite  these  actions,  as  we  will  hear  from  our 
witnesses,  demand  has  continued  at  a  rate  which  would  have 
drained  the  program  by  July. 

As  our  senior  members  will  recall,  in  the  last  Congress  the 
Committee  worked  on  and  adopted  a  number  of  modifications  to  the 
7(a)  program  designed  to  make  it  more  cost  efficient  while 
retaining  program  level.   While  these  changes  were  effective,  it 
is  clear  that  many  of  the  same  budget  problems  still  exist.   We 
can  not  expect  any  supplemental  funds  to  tide  the  7(a)  program 
over. 

The  testimony  we  will  hear  today  will  discuss  the  current 
shortfall,  the  remedies  that  have  been  taken,  and  what  future 
measures  may  need  to  be  taken  to  ensure  the  continued  viability 
of  this  program.   I  will  say  this,  I  am  committed  to  moving 
forward  to  solve  this  program's  problems  and  I  will  commit  this 
Committee  to  the  same  end. 
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Our  witnesses  today  are  : 

Philip  Lader,  the  Administrator  of  the  Small  Business 
Administration.   Mr.  Lader  was  formerly  White  House  Deputy  Chief 
of  Staff  and  before  that  was  Deputy  Director  of  the  Office  of 
Management  and  Budget . 

James  Maguire,  President  of  the  Overhead  Door  Company  of 
Monument,  Colorado.   Mr.  Maguire  is  a  small  business  man  and  a 
7(a)  borrower,  and  we  appreciate  his  efforts  to  come  and  tell  us 
the  customer's  side  of  the  7(a)  story. 

Paul  Mayhew  who  is  in  charge  of  SBA  loans  at  BankSouth  of 
Marietta,  Georgia.   Mr.  Mayhew  will  be  telling  us  of  his 
experience  in  lending  through  the  7 (a)  program  and  some  of  the 
successes  and  problems  he  has  encountered. 

Deryl  Shuster  is  President  of  Emergent  Business  Capital  of 
Wichita,  Kansas,  a  non-bank  7(a)  lender.   He  is  also  a  former 
bank  lender  and  a  former  SBA  Regional  Administrator.   All  told 
Mr.  Shuster  will  be  sharing  35  years  of  7(a)  experience  with  us. 

Anthony  Wilkinson  is  President  of  the  National  Association 
of  Guaranteed  Lenders.   The  members  of  his  association  perform 
over  70  percent  of  the  SBA's  7(a)  lending.  Mr.  Wilkinson  will  be 
sharing  some  of  his  association's  suggestions  on  improvements  to 
the  program  and  ways  we  might  consider  stretching  the  dollars 
further . 

Tim  Terry  is  President  of  Terry  &  Associates  of  Dallas, 
Texas.    Mr.  Terry  specializes  in  training  banks  to  use  the  7(a) 
program  to  meet  the  needs  of  the  small  business  community.   He  is 
also  the  author  of  several  handbooks  on  using  the  7(a)  program. 

I  appreciate  the  efforts  all  our  guests  have  made  to  be  here 
and  I  look  forward  to  their  testimony  and  insights. 

Mr.  LaFalce  do  you  have  any  brief  opening  remarks  ? 
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Good  morning  Madame  Chairman  and  Members  of  the  Committee. 
I  want  to  thank  you  for  inviting  me  to  appear  before  you  this 
morning  to  discuss  the  7(a)  Guaranty  Business  Loan  Program  and 
recent  administrative  changes  that  the  U.S.  Small  Business 
Administration  (SBA)  has  made  to  this  program.   In  addition  to 
addressing  several  specific  topics,  you  asked  me  to  provide 
insight  on  the  value  and  efficacy  of  the  program,  an  assessment 
of  the  current  need  for  the  program  in  the  small  business 
community  and  a  general  overview  of  the  program's  operation. 

Having  devoted  20  years  to  real-world,  hands-on,  practical 
business  and  management  challenges,  I  understand  the  hurdles 
facing  small  businessmen  and  women.   I  look  forward  to  working 
closely  with  the  Members  of  this  Committee  and  this  new  Congress 
to  champion  the  needs  of  the  Nation's  small  businesses  and 
oversee  the  SBA's  programs. 

Before  launching  into  my  testimony,  I  would  like  to  describe 
very  briefly  how  the  Congress,  the  SBA,  and  private  sector 
lenders  work  together  to  bring  7(a)  loans  to  small  business 
owners. 

The  SBA  is  authorized  to  provide  loan  guarantees  on  loans 
made  by  private  lenders.   At  present  approximately  7,000  banks 
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and  non-bank  lenders  are  approved  to  participate  in  the  SBA 
guaranty  loan  program. 

Each  year  Congress  provides  appropriations  for  the  7(a) 
program.   The  actual  appropriated  dollars  then  translate  into 
"lending  authority,"   that  is,  the   total  dollar  amount  of  loans 
that  can  be  made  or  guaranteed  that  year.   For  fiscal  year  1995, 
the  Congress  appropriated  $215.1  million  including  carryover  of 
unused  FY94  funds  for  7(a)  guaranties,  which  provided  $7.8 
billion  in  loan  authority. 

I  think  this  merits  repeating:   for  only  $215.1  million  of 
taxpayer  dollars,  the  SBA  will  make  $7.8  billion  worth  of  7(a) 
loans  this  year. 

The  value  of  the  7(a)  program  and  its  importance  to  the 
small  business  community  can  certainly  be  measured  in  terms  of 
overall  impact.   Since  the  Agency's  inception  in  1953,  the  SBA 
has  made  or  guaranteed  approximately  603,000  7(a)  loans  totalling 
nearly  $80  billion. 

But,  the  importance  of  the  program  to  small  businesses  is 
really  best  measured  one  borrower  and  one  loan  at  a  time.   A 
superb  example  of  the  program's  value  and  importance  can  be  found 
in  P.B.&J.,  Inc.,  a  corporation  owned  by  Paul  Khoury  and  Bill 
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Crooks,  that  operates  a  diverse  group  of  restaurants  in  Kansas 
and  Missouri. 

With  the  help  of  a  $115,000  7(a)  loan  from  the  SBA,  P.B.S.J. 
opened  the  doors  to  its  first  restaurant,  the  "Paradise  Diner," 
in  Overland 'park,  Kansas,  in  1987.   Since  that  time,  the  owners 
have  expanded  their  company  to  include  five  restaurants  in  the 
Kansas  City  area  and  one  in  Branson,  Missouri,  and  they  are 
planning  to  open  a  seventh  operation  in  Wichita,  Kansas,  later 
this  year.   The  corporation's  sales  topped  $10  million  in  1994, 
and  are  expected  to  reach  $16  million  in  1995.   The  restaurants 
have  received  numerous  awards,  and  are  among  the  most  popular  in 
the  Kansas  City  area. 

P.B.&J.  now  provides  employment  for  nearly  400  individuals. 
The  corporation  and  its  employees  pay  local.  State  and  Federal 
income  taxes,  and  the  six  restaurant  operations  generate  sales 
tax  revenues.   P.B.iJ.,  Inc.  is  truly  an  example  of  a  small  loan 
reaping  big  benefits  for  both  the  local  and  national  economies. 

This  corporation  is  only  one  small  example  of  the  tremendous 
impact  that  the  SBA  has  had  on  small  businesses  over  the  years. 
Since  1953,  through  its  various  programs  and  resource  partners, 
the  SBA  has  provided  countless  small  businesses  unique 
opportunities  for  access  to  capital  and  business  education.   It 
has  also  acted  as  an  advocate  and  a  voice  for  small  business. 
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During  the  weeks  and  months  to  come,  I  will  be  talking  more 
with  you  about  the  various  component  parts  that  make  up  the  SBA 
and  the  ways  that  they  work  together  to  provide  a  combination  of 
services  to  small  business  that  is  not  available  from  any  private 
source.   Today,  I  will  focus  on  the  Agency's  cornerstone  program, 
the  7(a)  lending  program. 

It  is  appropriate  that  the  SBA's  first  hearing  before  this 
Committee  in  the  104th  Congress  be  on  the  7(a)  program  because 
recent  innovations  in  this  program  typify  the  reinvention  efforts 
that  the  Agency  has  undertaken  over  the  course  of  the  past  two 
years . 

Two  years  ago,  as  part  of  the  President  Clinton's  overall 
reinvention  effort,  the  SBA  took  a  hard  look  at  its  7(a)  lending 
program.   The  Agency  conducted  a  series  of  Town  Hall  Meetings  to 
learn  the  real  credit  needs  of  small  business  and  how  those  needs 
could  be  better  served.   What  the  Agency  learned  from  its 
customers  was  that  'the  7(a)  Program  was  a  well-intentioned,  but 
was  encumbered  by  too  much  paperwork,  too  many  requirements  and 
too  little  flexibility.   The  Agency  addressed  this  problem  by 
reinventing  and  reinvigorating  the  program  to  meet  customer 
needs . 

Over  the  past  two  years,  the  SBA  has  developed  and 
implemented  a  plan  for  reducing  paperwork  and  streamlining  the 
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loan  approval  process  for  small  loans  up  to  5100,000.   It  has 
improved  the  service  it  provides  for  loans  processed  under  its 
Preferred  Lender  Program  (PLP)  by  establishing  a  centralized 
processing  center.   It-has  expanded  7(a)  loan  eligibility  to 
include  businesses  operating  in  industries  not  previously 
eligible  for  loans  from  the  SBA.   It  has  developed  a  variety  of 
new  loan  products  that,  by  providing  greater  flexibility,  are 
better  able  to  meet  the  special  needs  of  previously  underserved 
borrowers,  including  start-up  businesses,  borrowers  seeking 
smaller  loans,  exporters,  minority  and  women-owned  businesses, 
borrowers  requiring  longer  maturities,  and  borrowers  requiring 
on-going  access  to  line-of -credit  financing.   The  Agency's  loans 
provide  financial  assistance  to  a  myriad  of  these,  and  other, 
small  businesses  spread  across  the  country  and  engaged  in 
virtually  every  industry. 

In  developing  these  new  products  and  improved  services,  the 
SBA  has  remained  true  to  its  responsibility  to  protect  the 
interests  of  the  American  taxpayer.   The  SBA  has  paid  careful 
attention  to  its  loan  servicing  and  loan  collection  efforts  and 
IS  increasingly  using  state-of-the-art  automation  technology  and 
economies  of  scale  to  handle  the  greatly  increased  loan 
portfolio. 

As  a  result  of  the  changes  that  have  already  been  made,  and 
those  that  are  on-going,  the  7(a)  program  of  today  is  vastly 
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different  from  the  program  of  just  a  few  years  ago.   I  want  to 
tell  you  about  the  new  7(a)  lending  program  and  about  our  plans 
to  move  this  program  into  the  21st  century. 

HOW  THE  7(a)  PROGRAM  WORKS 

As  I  mentioned  earlier,  the  SBA  provides  guarantees  ranging 
from  70  to  90  percent  on  loans  made  by  private  lenders,  with  our 
average  guaranty  being  approximately  78  percent. 

Since  1972,  participating  lenders  have  been  allowed  to  sell 
the  SBA  guaranteed  portions  of  loans  on  the  secondary  market  with 
the  SBA  guaranty  extending  to  the  secondary  market  investor. 

Approximately  half  of  all  guaranteed  loans  are  sold  on  the 
secondary  market  permitting  lenders  both  to  improve  their 
liquidity  and  to  import  capital  from  areas  of  the  country  that 
have  surpluses  to  areas  that  have  shortages.   Some  lenders  choose 
not  to  sell  their  loans  because  they  have  adequate  liquidity  or 
do  not  have  an  immediate  use  for  the  sale  proceeds. 

In  1993,  Congress  approved  P.L.  103-81  (S.  1274),  which 
authorized  the  SBA  to  receive  income  from  secondary  market 
transactions  by  charging  a  40  basis  point  (four  tenths  of  one 
percent)  fee  annually  on  loans  that  are  sold  on  the  secondary 
market.   The  revenue  generated  by  this  fee  is  deposited  in  the 
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SBA's  program  financing  account  and  is  used  to  offset  the  costs 
of  the  7(a)  loan  guaranty  program.   At  present,  the  SBA  is  not 
authorized  to  charge  a  similar  fee  to  lenders  on  loans  that  are 
not  sold  on  the  secondary  market. 

Each  year  Congress  provides  appropriations  for  the  direct 
and  guaranty  components  of  the  7(a)  program.   The  actual 
appropriated  dollars  then  translate  into  "lending  authority," 
that  is,  the  total  amount  of  the  loans  that  can  be  made  or 
guaranteed  during  the  fiscal  year,  by  application  of  the  program 
subsidy  rates. 

The  subsidy  rate  is  set  annually  by  the  Office  of  Management 
and  Budget.   It  is  intended  to  reflect  the  amount  of  the  reserve 
that  must  be  established  to  cover  losses  that  the  SBA  may  incur 
on  loans  that  are  not  repaid  by  small  business  borrowers.   This 
reserve  acts  as  a  savings  account  that  the  SBA  draws  on  when  it 
sustains  a  loss.   In  calculating  what  the  subsidy  rate  should  be, 
the  Office  of  Management  and  Budget,  together  with  the  SBA, 
considers  income  generated  through  guaranty  and  other  types  of 
fees  and  other  income  that  the  program  generates,  historical 
losses  of  the  program  and  the  level  of  the  guaranty  given  to  the 
lenders.   The  difference  between  program  income  and  expected 
expenses  is  the  amount  that  must  be  appropriated  by  Congress  and 
placed  into  a  reserve. 
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Thanks  in  large  part  to  changes  in  the  program  enacted  by 
Congress  two  years  ago  in  Public  Law  103-81  (S.1274),  the  current 
subsidy  rate  for  the  7(a)  guaranty  program  is  2.74  percent.   This 
means  that  Congress  must  appropriate  only  $2.74  for  each  $100.00 
of  SBA  lending  authority.   As  I  stated  previously,  the  SBA 
appropriation  for  fiscal  year  19^5  provides  $7.8  billion  in  7(a) 
guaranty  program  loan  authority  at  a  cost  to  the  taxpayers  of 
only  $215.1  million. 

NEW  LOAN  PROGRAMS  DESIGNED  TO  MEET  CUSTOMER  NEEDS 

During  the  past  two  years,  the  SBA  developed,  piloted  and/or 
fully  implemented  a  number  of  new  loan  programs  designed  to  fill 
gaps  to  assist  borrowers  whose  needs  were  not  being  met  by  the 
SBA  or  the  private  sector.   All  of  these  loan  programs  are 
operated  within  the  7(a)  Program.   These  new  programs  include  the 
Low  Documentation  Loan  Program  (LowDoc) ,  the  States'  Treasurers 
"Main  Street"  Investment  Program,  the  Small  Loan  Express  Program, 
the  Women's  Pre-Qualif ication  Pilot,  the  Minority  Pre- 
Qualif ication  Pilot,  the  Export  Working  Capital  Loan  Program  and 
the  GreenLine  Program. 

The  Low  Documentation  Loan  Program  (LowDoc) 

The  best  example  of  the  recent  innovative  changes  that  the 
SBA  has  made  in  the  7(a)  lending  program  is  LowDoc,  our  low 
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documentation  small  loan  program.   This  program  was  designed  to 
increase  the  access  that  businesses  have  to  smaller  loans,  those 
up  to  $100,000,  by  reducing  the  paperwork  burden  imposed  on 
lenders  for  these  loans.   The  LowDoc  application  is  only  one 
page.   This  single  sheet  is  both  the  applicant's  SBA  loan 
application  and  the  lender's  request  for  an  SBA  guaranty. 


The  LowDoc  program  was  piloted  beginning  in  December  1993, 
and  last  summer  was  expanded  nationally.   Its  success  and  its 
popularity  with  borrowers  and  with  our  participant  lenders  have 
been  unqualified.   During  fiscal  year  1994,  the  SBA  approved 
nearly  6,000  LowDoc  loans  totalling  approximately  $316  million. 
During  the  first  quarter  of  fiscal  year  1995,  the  SBA  approved 
7,765  LowDoc  loans  totalling  approximately  $417.4  million.   We 
anticipate  that  we  will  approve  approximately  35,000  LowDoc  loans 
during  fiscal  year  1995. 

The  Main  Street  Investment  Program 

Another  innovation  in  the  7(a)  program  is  the  Main  Street 
Investment  Program.   On  October  24,  1994,  Pennsylvania  State 
Treasurer  Catherine  Baker  Knoll  and  I  announced  a  new 
Federal/state/private  partnership  that  will  increase  access  to  • 
capital  for  small  business  owners  throughout  the  state  of 
Pennsylvania.    This  new  initiative,  the  Main  Street  Investment 
Program,  will  make  7(a)  program  LowDoc  loans  more  readily 
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available  through  an  agreement  between  the  State  treasury  and 
community  banks.   Pennsylvania  allocated  25  million  in  State  tax 
dollars  for  the  purchase  of  certificates  of  deposit  from 
Pennsylvania  community  banks  that  agree  to  use  these  funds  to 
make  the  SBA  LowDoc  loans.   In  just  over  three  months,  $1.5 
million  in  LowDoc  loans  have  been  approved  under  this  program. 

We  know  that  this  practical  approach  to  providing  funds  for 
community  banks  will  be  appealing  to  other  states  seeking  ways  to 
strengthen  the  small  business  segment  of  their  economies. 
Therefore,  the  Agency  is  currently  contacting  the  treasurer  of 
every  state  to  encourage  them  to  participate  in  the  Main  Street 
Investment  Program.   My  goal  is  to  have  as  many  states  as        -v. 
possible  participating  in  this  program  by  May  1995. 

The  Small  Loan  Express  Program 

In  another  effort  to  streamline  the  7(a)  program,  the  SBA 
has  been  working  closely  over  the  past  year  with  some  of  our 
lending  partners  to  develop  another  exciting  new  pilot  program. 
Small  Loan  Express.   This  new  pilot  is  designed  to  increase  the 
availability  of  smaller  loans  for  our  customers,  and  to  decrease 
the  paperwork  burden  imposed  on  our  lending  partners.   Under 
Small  Loan  Express,  which  will  be  launched  next  month,  selected 
lenders  will  be  authorized  to  make,  service  and  liquidate  loans 
in  amounts  up  to  $100,000  using  their  own  application  and 
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disbursement  documents.   In  exchange  for  the  convenience  of  using 
their  own  forms  and  processes,  the  pilot  program  lenders  agree 
that  the  SBA  guaranty  on  these  loans  will  be  limited  to  50 
percent. 

The  Women's  Pre-Qualif ication  Pilot  Loan  Program 

Last  year,  the  SBA  also  took  a  hard  look  at  its  record  of 
lending  to  women-owned  businesses  and  found  that  historically 
only  approximately  10  to  12  percent  of  the  SBA  loans  and  loan 
guaranties  have  gone  to  women-owned  businesses.   Statistics  show 
that  women-owned  businesses  constitute  approximately  one  third  of 
all  small  businesses,  and  that  women  are  starting  businesses  at  a 
faster  rate  than  their  male  counterparts.   Therefore,  the  SBA 
felt  that  it  was  necessary  to  look  at  new  ways  to  improve  the 
SBA's  ability  to  meet  the  borrowing  needs  of  women  business 
owners. 

The  Women's  Pre-Qualif ication  Pilot  Loan  Program  is  really 
not  a  new  loan  program,  rather  it  is  a  new  loan  process. 
Ordinarily,  when  a  small  business  person  needs  a  loan  she  does 
not  come  to  the  SBA  with  a  loan  request.   Instead,  she  goes 
directly  to  a  lender.   The  Women's  Pre-Qualif ication  Pilot 
program  allows  the  SBA  to  look  at,  and  pre-qualify  loans  for 
women-owned  businesses  prior  to  their  submission  to  a 
participating  lender.   The  SBA  pre-gualif ication  letter  assures 
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the  lender  that  the  SBA  has  reviewed  the  loan  application  and 
determined  that,  if  the  lender  agrees  to  make  the  loan,  an  SBA 
guaranty  will  be  available.  •;  =  -  ^  . 

The  pilot  began  June  1,  1994,  and  since  that  date, 
additional  sites  have  been  added  \to  bring  the  total  number  of 
pilot  sites  to  16.   They  are:   Augusta,  Maine;  Albuquerque,  New 
Mexico;  Boston,  Massachusetts;  Buffalo,  New  York;  Charlotte, 
North  Carolina;  Chicago,  Illinois;  Columbus,  Ohio;  Denver, 
Colorado;  Helena,  Montana;  Louisville,  Kentucky;  New  Orleans, 
Louisiana;  Philadelphia,  Pennsylvania;  Portland,  Oregon;  St. 
Louis,  Missouri;  Salt  Lake  City,  Utah;  and  San  Francisco, 
California.  "^ 

The  SBA  has  contracted  with  the  Women's  Business  Development 
Center  in  Chicago,  Illinois,  to  gather  data  and  help  us  evaluate 
the  effectiveness  of  the  first  six  months'  of  the  pilot's 
operations.   The  results  of  this  evaluation  will  help  us  to 
decide  whether  the  program  should  continue  as  is,  be  changed, 
expanded,  or  discontinued. 

As  of  January  12,  1995,  under  this  pilot  program,  the  SBA 
had  issued  318  pre-qualif ication  letters,  and  had  approved  193 
loans  for  a  total  of  $20  million  dollars. 
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The  Minority  Pre-Qualif ication  Pilot  Loan  Program 

Like  women-owned  businesses,  minority-owned  businesses  also 
have  difficulty  in  obtaining  loans  through  traditional  loan 
sources.   For  this  reason,  the  SBA  has  decided  to  pilot  a  pre- 
qualif ication  loan  program  for  minority-owned  businesses. 

The  pilot  will  be  similar  to  the  Women's  Pre-Qualif ication 
Pilot,  however,  we  will  allow  participating  sites  to  customize 
the  program  to  their  particular  needs.   The  SBA  Central  Office  is 
currently  evaluating  proposals  submitted  by  the  SBA  District 
Offices  interested  in  participating  in  the  pilot  program.   The 
Agency  expects  to  select  up  to  15  offices,  including  one  site  in 
each  of  the  SBA's  10  regions,  to  participate  in  the  program.   We 
expect  that  the  Minority  Pre-Qualif ication  Pilot  Loan  Program  to 
be  fully  operational  within  the  next  two  months  and  will  run  for 
approximately  one  year  before  our  initial  evaluation  of  its 
effectiveness. 

The  Export  Working  Capital  Program 

In  the  area  of  providing  capital  for  exporting,  the  SBA  has 
refined  its  7(a)  program  to  meet  a  gap  in  private  sector  lending. 
Many  private  sector  lenders  have  little  or  no  experience  with 
trade  loans  under  Si  million.   Because  they  are  not  familiar  with 
these  loans,  lenders  believe  that  they  are  too  risky  and  time- 
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consuming  to  be  commercially  reasonable.   Yet  it  is  precisely 
these  smaller  loans  that  many  small  exporters  need.   In  response 
to  this  need,  the  SBA  worked  for  the  last  year  to  design  a 
program  to  provide  small  business  with  the  working  capital 
necessary  to  support  their  export  transactions.   On  October  1, 
1994,  the  SBA  kicked  off  the  Expqrt  Working  Capital  program, 
which  will  operate  on  a  one  year  pilot  basis. 

In  order  to  make  this  program  operate  most  effectively,  the 
SBA  requested,  and  Congress  approved  in  Public  Law  103-403 
(3.2060),  a  harmonization,  or  blending,  of  the  SBA  export  working 
capital  program  with  the  finance  program  of  the  U.S.  Export- 
Import  Bank.   This  harmonization  was  the  result  of  the  efforts  of 
President  Clinton's  Trade  Promotion  Coordinating  Committee,  which 
addressed  the  difficulties  American  companies  have  working 
through  the  maze  of  the  19  Federal  Agencies  of  the  Federal 
Government  that  are  involved  in  international  trade.    As  part  of 
this  harmonization,  the  SBA  adopted  Eximbank's  practice  of 
providing  preliminary  commitments  to  exporters  with  the  SBA,  not 
the  lender,  reviewing  the  loan  application  first,  in  a  manner 
similar  to  the  pre-qualif ication  programs  that  I  mentioned 
earlier . 

The  SBA  also  revised  its  fee  and  interest  rate  policies  to 
allow  participating  lenders  a  more  reasonable  return  on  their 
investment  by  assessing  their  risk  and  charging  the  appropriate 
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market  rate,  or  usually  2  to  3  percentage  points  over  the  prime 
rate.   In  addition,  we  worked  with  Eximbank  to  develop  a 
simplified,  user  friendly,  joint  application  form  which  now  lets 
the  exporter  apply  either  to  the  SBA  or  Eximbank  depending  on  the 
loan  amount  requested  with  the  larger  loans  going  to  Eximbank, 
and  smaller  loans  going  to  the  SBA.   Finally,  we  developed  joint 
lenders'  guides  and  instructions;  and,  with  the  support  of  the 
Congress,  obtained  the  legislative  changes  necessary  to  allow  the 
SBA  to  guarantee  90  percent  of  the  EWCP  loan  and  the  authority  to 
guarantee  standby  letters  of  credit,  an  increasingly  common 
feature  of  many  international  sales  contracts. 

The  SBA  is  committed  to  making  this  program  a  success.   The 
Agency  is  carefully  monitoring  this  program  during  its  pilot 
period  and  will  refine  it  wherever  necessary  to  assure  that  we 
deliver  a  product  that  meets  the  needs  of  the  small  business 
exporting  community. 

The  GreenLine  Program 

Last  year  the  SBA  took  steps  to  further  implement  on  a 
nationwide  basis  an  enhanced  revolving  line  of  credit  program. 
This  umbrella  program,  GreenLine,  helps  to  finance  the  short- 
term,  cyclical  needs  of  small  business  borrowers.   The  heart  of 
GreenLine  is  its  ability  to  support  lenders  in  their  efforts  to 
provide  businesses  with  short  term  financing,  based  on  the 


business'  cash  cycle  rather  than  its  cash  flow  over  an 
established  period  of  time.   Based  on  its  cash  needs,  the 
borrower  may  take  advances  from  the  line  of  credit,  and  must  . 
repay  the  line  from  cash  received,  throughout  the  term  of  the 
loan.   This  assures  that  the  loan  will  truly  revolve. 

The  GreenLine  program  has  a  variety  of  components  that  allow 
the  SBA  to  provide  financing  for  various  needs  including  asset- 
based,  seasonal,  contract  and  builders'  lines  of  credit. 

During  fiscal  year  1993,  the  SBA  provided  a  total  of  1,179 
revolving  and  short  term  loans  through  the  various  components  of 
what  is  now  the  GreenLine  program.   This  figure  rose  to  1,584 
loans  during  fiscal  year  1994.   Just  as  with  the  new  export 
finance  program,  the  SBA  expects  to  make  changes  throughout  1995 
to  ensure  that  all  our  GreenLine  working  capital  components  meet 
the  needs  of  small  businesses  and  work  well  for  our  lending 
partners . 

IMPROVED  EFFICIENCY  OF  OPERATIONS  AND  PROCESSES 

The  SBA  has  not  limited  its  efforts  to  adding  new  programs 
or  changing  existing  ones.   We  know  that  Agency  staffing  cannot 
increase,  so  we  have  taken  steps  to  improve  the  efficiency  of  our 
operations  and  our  processes.   Using  the  example  of  private 
sector  lenders,  the  SBA  established  a  centralized  loan  processing 
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center  to  handle  all  loans  processed  under  the  Preferred  Lenders 
Program.   The  SBA  accords  preferred  lender  status  to  its  most 
active  and  seasoned  lenders  based  on  the  high  quality  of  the      : 
relationship  between  the  SBA  and  the  lender.   A  preferred  lender 
is  authorized  to  approve  loans  on  behalf  of  the  SBA  without  the 
Agency's  prior  credit  review.   This  processing  center  will  also 
take  on  the  responsibility  for  processing  loans  under  the  Small 
Loan  Express  Program,  when  the  program  is  implemented  next  month. 

SERVICING  A  GROWING  LOAN  PORTFOLIO 

I've  talked  quite  a  bit  about  what  we  are  doing  to  expand 
our  programs  to  more  small  businesses,  with  the  emphasis  on 
smaller  loans.   This  discussion  reasonably  gives  rise  to  the 
question  of  what  we  are  doing  to  assure  our  ability  to 
appropriately  service  the  loans  that  we  are  making  and  to  protect 
the  investment  that  American  taxpayers  are  making  in  our 
borrowers. 

The  SBA  loan  portfolio  consists  of  three  types  of  loans  - 
regular  business  loans,  both  guaranteed  (including  502  and  504 
program  loans)  and  direct;  direct  disaster  business  loans;  and 
disaster  home  loans.  -t. 

Several  years  ago,  the  SBA  determined  that  it  could  service 
the  disaster  home  loans  in  its  portfolio  on  a  more  cost  effective 
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basis  if  it  centralized  these  servicing  activities  in  four 
servicing  centers.   The  centers  are  highly  automated  and  allow 
for  a  tremendous  savings  by  virtue  of  the  economies  of  scale  that 
they  allow.  -:         r^  ,  ,  .  , 

The  efficient  operation  of  Uhese  centers  inspired  the  SBA  to 
establish  similar  servicing  center  operations  to  handle  our 
business  loan  portfolio.   The  SBA  is  expanding  the  operations  of 
its  Commercial  Loan  Servicing  Center  in  Fresno,  California,  and 
has  started  staffing  a  second  Commercial  Loan  Servicing  Center  in 
Little  Rock,  Arkansas.   These  centers  will,  with  limited 
exceptions,  service  the  entire  SBA  commercial  loan  portfolio  of 
loans  that  are  current  through  60  days  past  due.   The 
centralizing  of  the  loan  servicing  function  will,  by  taking 
advantage  of  economies  of  scale  and  the  latest  in  automation, 
reduce  operation  costs,  allow  the  SBA  to  manage  its  growing 
portfolio  and  improve  the  guality  of  the  service  being  provided 
to  the  small  business  community  and  to  participating  lenders. 

MAINTAINING  FUNDING  FOR  THE  7(a)  PROGRAM 

I  have  given  you  a  little  background  on  the  7(a)  lending 
program,  and  told  you  about  some  of  our  recent  initiatives  and 
those  that  we  are  preparing  to  launch.   But,  I  must  also  fill  you 
in  on  our  current  funding  situation  and  our  longer  term 
projections  for  funding  needs. 


87-665  95-3 


62 


You  asked  whether  current  7(a)  program  demand  is  exceeding 
our  expectations,  and,  if  so,  why  our  forecasting  was  inaccurate. 
Our  overall  projections  have  proved  to  be  reasonably  accurate. 
When  we  developed  our  fiscal  year  1995  budget  in  January,  1994, 
we  estimated  that  we  would  need  between  $8.8  billion  and  $9.0 
billion  in  lending  authority.    Actual  usage  of  the  LowDoc 
program  has  exceeded  our  projections,  although  not  significantly. 
At  the  time  of  the  budget  submission,  we  projected  30,000  LowDoc 
loans  for  fiscal  year  1995.   We  are  currently  estimating  35,000 
LowDoc  loans.   As  of  December  31,  1994  we  had  approved  7,765 
LowDoc  loans  for  approximately  $427  million. 

In  its  fiscal  year  1995  budget  submission,  the  SBA  requested 
a  program  level  of  $7.3  billion.   That  figure  assumed  that  we 
would  have  an  estimated  carryover  of  $1.45  billion  for  a  total 
program  level  for  fiscal  year  1995  of  $8.8  billion.   Congress, 
through  the  appropriation  of  subsidy  gave  the  Agency  a  program 
level  of  $7.1  billion  plus  any  carry  over  that  would  be 
available.   By  the  end  of  fiscal  year  1994,  that  carryover  was 
not  the  $1.45  billion  that  was  expected,  but  was  only  $749.3 
million  because  of  high  demand  for  7(a)  loans  all  during  fiscal 
year  1994.   That  lower  carryover  amount  gave  us  the  total  program 
for  fiscal  year  1995  of  $7.85  billion  ($7.1  billion  +  $749.3 
million  =  $7.85  billion),  rather  than  the  projected  $8.8  to  $9.0 
billion  needed.   The  introduction  of  LowDoc  during  1994  was  not 
the  major  reason  for  the  shortfall  since  in  all  of  1994  LowDoc 
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approvals  only  accounted  for  5316  million  of  the  total  $700 
million  that  was  used  in  carryover  monies. 

The  growth  of  the  7(a)  program  during  fiscal  year  1994, 
after  the  budget  had  been  submitted,  helped  contribute  to  this 
year's  shortfall  by  reducing  the  carryover  amount.   Added  to  this 
is  the  continued  growth  of  the  7(a)  program  during  this  fiscal 
year . 

Temporary  Limit  on  Size  of  7(a)  Loan 

Effective  January  1,  1995,  in  order  to  avert  a  projected 
shut  down  of  the  7(a)  program  in  July,  the  SBA  implemented  a 
program  change  that,  with  some  program  exceptions,  temporarily 
limits  to  $500,000  the  size  of  a  loan  that  can  be  submitted  under 
the  7(a)  guaranty  program.   This  loan  ceiling  was  established 
with  three  purposes  in  mind:   1)  to  stretch  our  authorization  to 
last  the  full  fiscal  year;  2)  to  assist  the  greatest  number  of 
small  businesses  within  our  limited  resources;  and,  3)  to  focus 
on  the  smaller  businesses  which  have  the  greatest  difficulty 
obtaining  capital  and  which  are  creating  the  lion's  share  of  new 
jobs . 

This  temporary  change  was  necessary  because  actual  program 
demand  during  the  first  guarter  of  the  fiscal  year  was  an 
unprecedented  $38  million  per  day  ($8.8  billion  annualized). 
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compared  to  an  average  of  $30  million  per  day  in  fiscal  year 
1994.   Additionally,  with  the  historical  increase  in  demand  that 
occurs  during  the  second  half  of  the  year,  we  estimated  that 
program  demand  for  the  year  would  be  between  $9.0  billion  and 
$9.3  billion,  or  $1.2  billion  to  $1.5  billion  greater  than  our 
available  lending  authority.   We  calculated  that  this  demand 
would  exhaust  our  available  funds  by  July. 

Before  implementing  the  $500,000  loan  cap  the  SBA  considered 
a  number  of  other  administrative  options.   The  SBA's  desired  goal 
was  to  implement  a  change,  or  series  of  changes  that  would  enable 
the  Agency  to  meet  projected  fiscal  year  1995  demand  for  small 
business  loan  guaranties  without  requiring  a  supplemental 
appropriation.   Without  action,  the  SBA  first  quarter  allocation 
of  7(a)  lending  authority  would  have  run  out  December  16th  and 
the  fiscal  year's  program  authority  would  have  been  expended  in 
July  1995. 

Our  available  options  were  limited  by  the  fact  that  many  of 
the  possible  program  changes  would  require  legislation,  which  was 
unlikely  to  be  enacted  in  time  to  avoid  a  July  shut-down  of  the 
program.   The  available  options  considered  were: 

1)  Dividing  the  7(a)  program  funding  into  two  portions, 
one  for  guaranties  made  by  the  SBA's  preferred  (PLP) 
lenders  and  one  for  all  other  7(a)  guaranties.   Loans 
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made  by  preferred  lenders  carry  a  lower  percentage  of 
the  SBA  guarantee  and  therefore,  stretch  the  program 
funding  further  than  the  regular  loans.   However, 
preferred  lenders  do  not  serve  the  entirety  of  each 
state.   Once  the  funding  share  available  for  non-PLP 
loans  was  depleted,  parts  of  many  states  would  have  had 
no  access  to  the  7(a)  program. 

2)    Limiting  to  $500,000  or  eliminating  real  estate  loans 
and  moving  some  of  the  7(a)  appropriation  to  the  504 
program  to  serve  real  estate  loan  needs.   The  advantage 
of  this  option  was  that  the  amount  of  subsidy  which 
would  support  $100  million  in  7(a)  loan  guaranties 
would  support  more  than  $500  million  of  504  program 
assistance.   This  is  true  because  the  subsidy  for  the 
504  program  is  less  than  one-fifth  that  of  the  7(a) 
program  (.56  percent  versus  2.74  percent).   However,  if 
the  SBA  had  made  real  estate  loans  ineligible  for  the 
7(a)  program,  those  potential  borrowers  would  have  had 
no  access  to  capital  through  the  7(a)  program.   The 
option  selected  left  available  access  to  some  capital, 
although  in  a  reduced  amount. 

3)    Reducing  the  maximum  maturity  on  7(a)  loans  from  25 

years  to  15  years.   This  option  would  have  eliminated 
financial  assistance  for  approximately  6,000  potential 
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borrowers.   Since  virtually  all  of  the  loans  with  the 
longer  maturities  are  real  estate  loans,  this  option 
would  also  have  had  a  major  impact  on  real  estate 
lending. 

4)  Reducing  the  maximum  gross  loan  that  can  be  made  to  any 
one  borrower  to  $500,000.   Implementation  of  this 
option  was  estimated  to  reduce  7(a)  program  demand  by 
approximately  $1  billion  assuming  that  every  borrower 

"^      who  would  have  borrowed  $750,000  or  more  would  borrow 
the  maximum  of  $500,000.   If  some  of  these  borrowers 
would  choose  not  to  seek  any  SBA  guaranty,  to  use  the 
504  program  or  to  borrow  a  lesser  amount,  additional 
demand  would  be  eliminated. 

5)  Eliminating  refinancing  of  current  small  business  debt 
with  7(a)  guaranteed  loans.   This  also  would  have 
reduced  the  demand  by  approximately  $1  billion  but 
would  have  eliminated  assistance  to  approximately  7,200 
potential  borrowers,  as  compared  to  the  approximately 
3,800  potential  borrowers  affected  by  the  $500,000 
gross  loan  cap. 

After  examining  all  available  options  we  determined  that  it 
made  the  most  sense  to  limit  administratively  to  $500,000  the 
maximum  size  of  a  loan  that  we  would  guarantee. 
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This  decision  was  not  made  lightly.   We  knew  that  by 
limiting  loan  size,  we  would  be  limiting  our  ability  to  serve 
some  potential  borrowers.   However,  only  a  relatively  small 
percentage  of  the  SBA's  customers  will  be  affected.   Last  year 
only  10  percent  of  7(a)  borrowers,  approximately  3,800 
businesses,  received  loans  greater  than  $500,000.   Loans  to  these 
borrowers,  however,  accounted  for  more  than  38  percent  of  the 
SBA's  lending  dollars.   By  instituting  the  cap  we  project  the 
dollars  saved  will  make  it  possible  for  the  SBA  to  make  22,000 
LowDoc  loans.   We  decided  in  favor  of  serving  more  firms  and  in 
favor  of  ensuring  the  availability  of  the  very  small  loan. 

We  have  attached  to  this  testimony  a  chart  showing  actual 
loan  approvals  by  region  for  fiscal  years  1993,  1994,  and  the 
first  quarter  of  fiscal  year  1995. 

FUTURE  FUNDING  ISSUES 

To  address,  on  a  longer  term  basis,  the  funding  shortfall 
problem  that  caused  us  to  implement  the  S500,000  loan  cap,  we 
would  like  to  work  with  this  Committee  on  legislative  changes  to 
the  7(a)  program.   These  changes  should  accomplish  two  things: 
reduce  the  subsidy  rate,  which  will  help  to  raise  the  SBA  program 
level  and  enable  the  Agency  to  serve  more  small  firms,  and 
provide  an  additional  source  of  revenue  to  cover  the  Agency's 
portfolio  management  costs. 
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Among  the  possible  changes  are:         '  , 

1)    Increasing  or  instituting  new  fees  to  be  paid  to  the 
SBA  by  lenders. 

[Currently,  the  SBA  charges  lenders  that  sell  the  SBA 
guaranteed  portion  of  a  loan  on  the  secondary  market  an 
annual  40  basis  points  (.4  percent)  fee  on  the 
guaranteed  portion  of  the  loan.   If  the  loan  is  sold 
for  a  premium  in  excess  of  10  percent,  the  SBA  and  the 
lender  split  equally  the  amount  greater  than  10 
percent.   No  fee  is  charged  to  lenders  on  loans  not 
sold  on  the  secondary  market.]  -  " 

2)    Increasing  fees  paid  to  the  SBA  by  lenders  which  may 
be,  and  usually  are,  passed  on  to  borrowers  and/or 
reducing  or  eliminating  the  amount  of  these  fees  that 
the  SBA,  on  certain  loans,  permits  participant  lender 
to  retain.  .  •  _--  _  . 

[Currently,  lenders  pay  a  two  percent  guaranty  fee  on 
the  guaranteed  portion  of  a  loan.   This  fee  is  usually 
passed  on  to  borrowers.   The  SBA  allows  lenders  to 
retain  half  of  this  fee  on  loans  of  $50,000  or  less  and 
on  the  first  $75,000  of  loans  made  in  rural  areas.] 


3)    Reducing  the  percentage  of  a  loan  that  the  SBA  will 
guarantee .  -  "  . 

[Currently,  the  SBA  may  guarantee  up  to  90  percent  of 
loans  in  total  amounts  up  to  $155,000,  up  to  85  percent 
on  loans  over  $155 , OOOj with  maturities  of  10  years  or 
less,  up  to  75  percent  on  loans  over  $155,000  with 
maturities  in  excess  of  10  years,  and  up  to  70  percent 
on  any  loan  processed  under  the  Preferred  Lender 
Program  (PLP) . ] 


In  determining  what  program  changes  should  be  made  to 
improve  the  subsidy  rate,  care  must  be  taken  to  assure  that  the 
fees  charged  to  borrowers  do  not  make  the  program  too  expensive 
to  be  financially  practical  and  that  the  fees  charged  to  lenders 
or  reductions  in  the  guaranty  percentages  are  not  so  great  as  to 
make  use  of  the  program  commercially  impractical. 


At  the  beginning  of  my  testimony  I  noted  that  you  had  asked 
me  to  provide  insight  on  the  value  and  efficacy  of  the  7(a) 
lending  program.   I  hope  that  in  this  testimony,  I  have  done 
that.   But,  in  closing,  I  would  like  to  return  your  attention  to 
the  real  life  impact  that  one  7(a)  loan  can  have  on  one  small 
business  and  on  the  community  in  which  it  is  located. 
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In  the  early  1980's,  because  of  layoffs  at  local  coal  mines, 
Benton,  Illinois,  a  town  of  7,000,  had  an  unemployment  rate  of 
over  ten  percent.   The  town  also  had  a  highly  skilled  workforce 
and  a  vacant  facility  appropriate  for  a  manufacturing  operation. 
Because  of  these  two  factors,  Fred  Claxton  determined  that  Benton 
would  be  a  c^'ood  place  for  him  to  establish  a  business  to 
manufacture  boats  for  the  leisure  market.      ._  j      •  -: 

Mr.  Claxton  approached  a  local  lender  with  his  plans,  but 
was  told  by  the  lender  that  it  was  concerned  about  the  amount  of 
risk  associated  with  a  start-up  operation.   If  the  SEA  had  not 
existed,  this  story  probably  would  have  ended  then.   But,  Mr. 
Claxton's  lender  brought  the  application  to  SBA  for  a  loan 
guaranty,  and  with  the  help  of  a  $400,000  7(a)  loan.  Celebrity 
Boats,  Inc.,  began  operations. 

Several  years  ago,  when  the  company  was  sold  to  new  owners, 
its  sales  had  reached  $20  million  and  it  was  providing  employment 
to  100  individuals.   The  plant  continues  to  operate  in  Benton 
today  with  sales  in  excess  of  $25  million,  including  $3  million 
in  export  sales,  and  a  workforce  of  125  people.   This  is  the  kind 
of  small  business  success  that  America  needs  in  all  its 
communities.  -     -     ,, 

I  very  much  believe  that  the  7(a)  lending  program  is 
critically  important  to  the  continued  growth  of  small  business  in 
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this  country.   I  hope  to  work  very  closely  with  Members  of  this 
Committee  to  design  program  changes  that  will  allow  us  to 
maintain  a  lending  program  able  to  meet  the  needs  of  as  many 
small  businesses  as  possible  within  necessary  budget  constraints. 

Thank  you,  Madame  Chairman. ^  That  concludes  my  prepared 
remarks.   I  will  be  glad  to  answer  any  questions  you  may  have. 
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CONGRESS  OF  THE  UNITED  STATES 

HOUSE  OF  REPRESENTATIVES 

104th  CONGRESS 

COMMITTEE  ON  SMALL  BUSINESS 

2361  RAYBURN  HOUSE  OFFICE  BUILDING 

WASHINGTON,  DC  205 1 5-03 1 5 

JANUARY  25,  1995 

10  00  AM 


TESTIMONY 

BY 

JAMES  A  MAGUIRE 

PRESIDENT,  OVERHEAD  DOOR  CO  OF  COLORADO  SPRINGS,  INC. 

1205  FORD  STREET 

COLORADO  SPRINGS,  COLORADO  80915 

PHONE  (719)  596-2171 

FAX  (7 19)  596-0553 


TO  WHOM  IT  MAY  CONCERN 

IT  IS  INDEED  A  PRIVILEGE  TO  ACCEPT  YOUR  INVITATION  TO  TESTIFY 
BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS  AS  A  26  YEAR  SMALL 
BUSINESS  OWNER  I  FEEL  MY  EXPERIENCE  ON  THE  7  (A)  GENERAL 
BUSINESS  LOAN  PROGRAM  MAY  BE  BENEFICIAL  TO  THIS  COMMITTEE  IN 
PLANNING  THE  FUTURE  FOR  THIS  PROGRAM 

DURING  MY  12  YEARS  OF  EMPLOYMENT  WITH  OVERHEAD  DOOR 
CORPORATION  SERVING  AS  DISTRICT,  REGIONAL  AND  FINALLY  GENERAL 
SALES  MANAGER  I  REALIZED  HOW  IMPORTANT  PROPER  HNANCENG  IS  TO 
SMALL  BUSINESS  SURVIVAL  AND  PROGRESSION  WE  STARTED  OUR 
BUSINESS  IN  1969  WITH  A  3  MAN  INSTALLATION  CREW  AND  OVER  THE 
YEARS  EXPANDED  TO  MULTIPLE  STATE  LOCATIONS  AS  OUR  COMPANY 
GREW  WE  FELT  THE  PRESSURES  OF  OBTAINING  NECESSARY  CAPITAL  TO 
EXPAND  WITH  THE  MARKET  AND  STAY  COMPETITIVE  DURING  THE  EARLY 
90' S  WHEN  BANKING  REGULATIONS  TIGHTENED  AND  OUR  LOCAL 
ECONOMY  WAS  ON  THE  SKIDS  IT  WAS  THEN  THAT  WE  BECAME  SERIOUS 
IN  TRYING  TO  OBTAIN  A  SB  A  LOAN  I  MIGHT  ADD  HAD  WE  NOT  OBTAINED 
THIS  LOAN  I  WOULD  NOT  BE  HERE  BEFORE  YOU  TODAY 
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SINCE  OBTAINING  OUR  1  MILLION  7{A)  SBA  LOAN  IN  1993.  WE  ARE 
BACK  MAKING  A  PROFIT  AND  MAKING  OUR  MONTHLY  PAYMENT  PER  THE 
CONTRACT  IN  THE  LAST  YEAR  WE  HAVE  GROWN  BY  15  EMPLOYEES 
BRINGING  OUR  TOTAL  TO  87  AND  PAID  $150,000.00  OF  INCOME  TAXES  THIS 
LAST  YEAR  WE  FEEL  WE  REPRESENT  ATYPICAL  SMALL  BUSINESSES  IN 
AMERICA  AND  FRANKLY  WITHOUT  THE  SBA  PROGRAM  MANY  JOB 
PRODUCING  EMPLOYERS  IN  THIS  COUNTRY  WOULD  NOT  BE  AROUND 
TODAY. 

I  AM  SURE  YOU  LADIES  AND  GENTLEMEN  ARE  BOMBARDED  WITH 
HUNDREDS  OF  GOVERNMENTAL  STUDIES  ON  THIS  ISSUE  AND 
THOUSANDS  OF  STATISTICS  MY  PERSONAL  OPINION  IS  THAT  MOST  OF 
THESE  REPORTS  AND  CONCLUSIONS  ARE  A  FUNCTION  OF  WHOSE  WRITING 
THEM  I  SEE  MYSELF  HERE  TO  GIVE  A  READ  ON  WHAT'S  GOING  ON  IN  THE 
REAL  WORLD 

I  AM  NOT  GOING  TO  WASTE  YOUR  TIME  BUT  WOULD  LIKE  TO  ADDRESS 
WHAT  1  THINK  ARE  THE  THREE  MOST  IMPORTANT  ISSUES  REGARDING  THE 
SUBJECT  BEFORE  US  TODAY 

ONE  MILLION  DOLLARS  IS  NOT  THAT  MUCH  MONEY  ANYMORE    FOR  A 
$250,000  00  PER  MONTH  BUSINESS  THIS  IS  ONLY  2  MONTHS  OPERATING 
CAPITAL  FOR  A  TYPICAL  CONSTRUCTION  BUSINESS  THAT  USUALLY  RUNS 
A  60  DAY  CASH  CYCLE  THE  COMPETITION  THAT  SMALL  BUSINESSES 
FACES  TODAY  GENERALLY  ARE  LARGE  PUBLICLY  TRADED  COMPANIES. 
THAT  HAVE  A  MULTITUDE  OF  WAYS  TO  RAISE  GREATER  AMOUNTS  OF 
FINANCES 

CONSOLIDATION  OF  COMMERCIAL  BANKS,  NATIONWIDE  HAS 
SIGNIFICANTLY  ERODED  FINANCING  FOR  SMALL  BUSINESS  ESPECIALLY  IN 
THE  MEDIUM  AND  SMALLER  MARKETS  THESE  CONSOLIDATIONS  ARE 
ABSORBING  LOCAL  INDEPENDENT  BANKS  WHO  HAVE  TRADITIONALLY 
LENT  TO  SMALL  BUSINESSES  BASED  PRIMARILY  ON  RELATIONSHIPS. 

AS  SUPER  REGIONAL  AND  MEGA  MONEY  CENTER  BANKS  CONTINUE  TO 
CONSOLIDATE  EMPHASIS  WILL  CONTINUE  TO  BE  PUT  ON  LARGE 
COMMERCL^  AND  RETAIL  LENDING  THIS  IS  HAPPENING  RIGHT  NOW,  HAS 
BEEN  FOR  THE  LAST  SEVERAL  YEARS  AND  I  BELIEVE  WILL  BECOME 
DRAMATICALLY  MORE  WIDE  SPREAD  AS  CONSOLIDATION  CONTINUES 

THE  DIFFERENCE  IN  MY  OPINION,  BETWEEN  A  SMALL  BUSINESS  THAT 
CAN  BORROW  500  THOUSAND  TO  1  MILLION  IS  DRAMATIC  LARGE 
CORPORATIONS  TYPICALLY  DO  NOT  FACE  A  COMPETITION  THREAT  IN 
GENERAL  FROM  A  COMPANY  WHOSE  LENDING  CAPACITY  IS  LESS  THAN 
500  THOUSAND  ITS  THE  LARGER  INDEPENDENT  SMALL  BUSINESS  LIKE 

\ 
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MINE  WHO  COMPETE  IN  REGIONAL  MARKETS  WHH  THE  LARGER 
CORPORATIONS  I  AM  THE  GUY  WHO  HAS  BEEN  CAUGHT  IN  THE  MIDDLE, 
TOO  SMALL  FOR  LARGE  CORPORATE  FINANCING  AND  NOW  POSSIBLY  TOO 
BIG  FOR  THE  SBA  LOAN.  I  STRONGLY  BELIEVE  A  BUSINESS  LIKE  MINE 
HELPS  TO  KEEP  THE  LARGE  CORPORATIONS  COMPETFriVE  ITS  ESSENTIAL 
THAT  BUSINESSES  LIKE  MINE  CAN  CONTINUE  TO  OPERATE  EFFECTIVELY 
AND  FRANKLY,  LETS  FACE  IT  WE  KEEP  THE  BIG  GUYS  HONEST  AND  ON 
THEIR  TOES  1-  DAYS  A  WEEK 

I  HOPE  THAT  I  HAVE  IN  A  SMALL  WAY  HELPED  TO  EXPLAIN  WHAT  THIS 
PROGRAM  HAS  DONE  FOR  US,  AND  THINK  OF  THE  HUNDREDS  OF  SUCCESS 
STORIES  THERE  CAN  BE  NATIONWIDE  WITH  YOUR  HELP,  AND  THE 
EXPANDING  OF  THE  7A  LOAN  PROGRAM 

LET  US  REMEMBER  SMALL  BUSINESS  IS  THE  BACKBONE  OF  OUR 
COUNTRY! 


JAMES  A  MAGUIRE 
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^  Bank  South 


January  23,  199S 


The  Honorable  Jan  Meyers,  Chair 
Committee  on  Small  Business 
Congress  of  the  United  States 
2361  Rayburn  House  Office  Building 
Wasliington,  DC  205 1 5-03 1 5 

Dear  Jan, 

I  appreciate  and  accept  your  invitation  to  testify  and  publicly  comment  on  your 
Committee's  hearings  about  SBA's  7(a)  loan  program.  As  one  who  has  spent  fourteen 
years  in  the  commercial  banking  environment  doing  both  SEA  guaranteed  and  non  SBA 
guaranteed  lending,  I  feel  I  can  shed  some  expertise  on  the  value  of  the  7(a)  program  and 
the  SBA  in  general. 

My  earliest  experience  with  SBA  was  through  the  Houston  District  Office  but  for  the  past 
ten  years  I  have  been  in  "partnership"  with  the  Atlanta  District  Office  under  Fred  Stone 
This  District  oflice  and  I  have  worked  throuah  recessions,  turmoils,  interest  rate 
upheavals,  program  cuts,  ftirloughs,  and  changes  too  numerous  to  be  mentioned,  but 
through  it  all,  I  have  never  worked  with  a  more  professional,  courteous,  and  efficient 
group  as  the  Atlanta  District  Office's  officers  and  Administrators 

You  asked  if  1  perceived  a  real  demand  in  the  small  business  community  for  SBA's  help  in 
acquinng  capital.  Our  department  at  Bank  South  is  inundated  with  dozens  of  calls  weekly 
for  information  on  SBA's  programs  and  requests  for  information  Out  of  those  hundreds 
of  calls,  perhaps  a  dozen  return  as  a  loan  prospect  for  us  Yes,  the  demand  for  SBA 
lending  is  there,  the  country  has  awakened  to  the  fact  that  SBA  can  supply  participating 
bank's  a  guaranty  on  their  loan  quickly  and  efficiently  through  the  7(a)  program  Our 
Atlanta  District  Office  has  registered  a  73%  dollar  increase  in  approved  loans  over  the 
past  five  years  A  list  of  local  Certified  and  Preferred  SBA  Lenders,  the  most  active 
panicipants.  is  updated  and  available  by  fax  to  anyone  who  takes  the  time  to  call  their 
local  SBA  District  Office. 
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The  greatest  proof  to  the  success  of  the  7(a)  program  is  those  borrowers  across  this 
country  who  have  either  acquired,  expanded,  or  preserved  a  small  busmess  through  the 
help  of  an  SB  A  guaranteed  loan 

When  I  met  George  Koebel  of  Roytec  Industries  in  1988,  they  were  a  struggling  young 
company  of  25  employees  whose  sales  were  about  5750,000  Royiec  specializes  in  the 
fabrication  of  electrical  wiring  harness  like  those  used  in  lighting  and  appliances  George 
was  saddled  under  the  load  of  a  short  temi  real  estate  note  on  his  building  and  equipment 
Through  the  SBA,  we  were  able  to  refinance  and  extend  the  term.s  of  his  real  estate  note 
and  free  up  the  much  needed  working  capitar  for  growth  and  expansion.  Sales  grew  to  $2 
Million  and  employees  to  50.  George  expanded  his  building  in  1992  through  SBA 
guaranteed  financing  and  today  employs  over  65  with  sales  in  excess  of  S4  Million  This 
was  accomplished  first  through  George  and  Penny  Koebel 's  dedication  to  their  dream  and 
their  employees,  secondly  because  I  could  otfer  them  a  longer  term  loan  than  a 
conventional  bank  could  That  extended  term  gave  them  the  needed  working  capital  to 
grow  their  business. 

You  asked  if  I  thought  that  demand  would  continue.  Most  certainlyi  The  main  reason  for 
the  continued  demand  for  SBA's  7(a)  and  504  loans  is  that  bank  regulator,'  agencies 
continue  to  criticize  commercial  banker's  loan  portfolios  that  have  long  term  real  estate 
loans  and  loans  made  to  small  and  start-up  businesses  that  are  not  SBA  guaranteed, 
causing  bankers  to  seek  alternative  loan  prospects  or  flock  to  the  waiting  arms  of  their 
SBA  office  The  regulatory  environment  that  followed  the  massive  S&L  and  bank  failures 
of  the  Nineteen  Eighties  assured  the  SBA's  loan  growth  throughout  the  Nineties  as  more 
banks  fought  to  control  their  loan  assets  "classified "  by  these  regulators  (The  most 
closely  guarded  secret  from  the  public  appears  to  be  the  loan  loss  rate  of  the  SBA 
program  In  the  Atlanta  District,  the  loss  rate  for  the  last  compiled  year,  FY  92,  was 
2.12%,  a  rate  far  below  the  national  average  for  commercial  banks ) 

Your  next  question  dealt  with  whether  I  had  observed  any  improvement  in  lending  to 
small  business  and  what  is  the  reluctance  to  lend  to  small  businesses  Bank  South  has 
established  a  central  Small  Business  Banking  Unit  for  its  branch  bank  network  This  unit 
takes  applications  forwarded  to  them  from  hundreds  of  branches,  approves  them, 
generates  closing  documents  and  returns  them  to  the  originating  branch,  generally  within 
twenty-four  hours  I  think  commercial  banks  recognize  the  importance  of  the  small 
business  customer  but  are  fearful  of  regulator  criticism,  which  if  incurred,  results  in  bank 
directors  and  stockholder's  criticism  Our  SBA  department  plays  a  vital  role,  offering  one 
additional  arrow  in  the  quiver  of  bank  services  available  to  the  lending  officer  if  his 
customer's  needs  cannot  be  served  through  conventional  lending. 

Jack  Pierce  was  a  long  time  employee  of  the  Atlanta  Sewing  Center,  a  retailer  of  Swiss 
sewing  machines  When  one  of  the  owners  died  suddenly  there  was  talk  from  the 
surviving  owner  of  shutting  the  doors  for  good  Jack  quickly  prepared  a  business  plan  on 
what  he  could  do  with  the  business  and  persuaded  the  remaining  owner  to  remain  open 
while  he  sought  financing  to  acquire  this  profitable  business     Sixteen  jobs  hung  in  the 
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balance  Jack  was  turned  down  for  conventional  financing  twice  before  coming  to  me  I 
was  able  to  obtain  approval  for  the  acquisition  through  an  SBA  7(a)  guaranteed  loan 
That  was  three  years  ago  and  today  Jack  with  his  spouse  Julie  have  increased  sales  70% 
since  he  approached  his  owner  about  buying  the  store 

The  fees  that  have  been  approved  to  be  charged  to  borrowers  for  servicing  fijnctions  such 
as  assumptions  of  loans,  coUateral  releases  and  the  like,  have  not  yet  been  implemented 
here  in  the  Atlanta  District  I  do  not  believe  that  they  will  work  a  hardship  on  the  small 
businesses  a^ected  once  they  are  charged  However,  I  think  you  may  want  to  reconsider 
whether  you  want  to  turn  District  Offices  that  previously  were  not  ser  up  to  handle  billing 
and  collection,  processing  of  checks  and  cash,  dealing  with  returned  and  dishonored 
checks,  forgeries,  and  the  myriad  of  considerations  that  the  financial  sector  has  been 
concerned  with  for  years,  into  financial  intermediaries.  The  cost  of  turning  an  SBA 
District  Office  into  a  financial  intermediary  may  offset  any  benefit  derived  from  the  fees 
charged.  It  would  seem  that  you  are  increasing  the  role  of  government  with  this  proposal 
rather  that  reducing  it.  I  would  recommend  withdrawing  this  proposal  in  favor  of  some 
other  less  cumbersome  alternative  such  as  a  25  basis  point  fee  on  all  new  7(a)  loans 
instead  of  the  40  basis  point  fee  levied  on  loans  sold  through  the  secondary  market  This 
could  be  administered  through  the  Denver  SBA  office  that  processes  guaranty  fees  now 
without  increase  in  personnel  or  expenses  and  would  result  in  more  equitable  sharing  of 
program  costs  among  the  participants. 

One  change  that  I  have  felt  for  years  was  needed  in  the  program  wa.s  the  elimination  of  the 
disincentive  for  Preferred  SBA  Lenders  to  submit  loans  under  the  PLP  program,  now 
centralized  in  Sacramento,  California  Preferred  lenders,  by  SBA's  definition,  are  the 
proven  best  SBA  lenders  in  the  country  Why  then,  do  we  impose  a  penalty  of  a  reduced 
guaranty  (70%)  on  loans  underwritten  and  submitted  by  our  best  lenders''  At  the  very 
least,  the  Preferred  lender  should  receive  the  same  guaranty  as  every  other  lender,  up  to 
90%,  on  its  loans  Some  of  my  PLP  colleagues  believe  that  the  PLP  guaranty'  should  be 
higher  than  the  CLP  or  regular  SBA  guaranteed  program.  Loans  submitted  under  the  PLP 
program  are  higher  quality  and  require  less  handling  time  by  the  SBA  as  all  credit 
underwriting  is  done  by  the  financial  institution,  this  means  reduced  labor  cost  for  SBA 
per  loan,  freeing  up  more  SBA  employees  time  for  regular  and  CLP  loan  processing.  This 
would  not  contribute  to  a  drain  on  SBA's  already  limited  fimds  as  in  most  cases,  these  are 
loans  that  would  have  been  submitted  under  the  CLP  program  by  a  PLP  lender  in  order  to 
get  the  higher  guaranty  This  move  would  reduce  the  burden  of  loans  crushing  our 
District  Office,  shifting  more  of  the  burden  of  underwriting  to  the  lenders  and  processing 
to  the  central  PLP  Processing  office  in  Sacramento. 

I  was  skeptical  at  first  of  the  centralization  of  the  PLP  Junction  but  have  been  very 
impressed  with  the  professionalism  and  true  "customer  service"  shown  by  Terry  Ames  and 
the  officers  and  .staff  of  the  central  PLP  processing  unit. 
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Another  change  that  would  benefit  borrowers  ultimately,  and  SBA  lenders  immediately, 
would  be  providing  District  Directors  some  level  of  autonomy  in  implementing  various 
mandates  handed  down  by  the  central  office  of  SBA 

For  example,  it  was  recently  detennined  that  there  was  some  definable  level  of  fraud 
associated  with  borrowers  submitting  falsified  tax  returns  in  California  The  determination 
was  made  that  since  there  was  fraud  in  California,  there  must  be  fraud  everywhere  Now, 
all  tax  returns  submitted  to  the  lender  must  be  verified  through  the  IRS  by  the  lender  prior 
to  closing  theloan,  even  though  there  may  be  no  evidence  of  fraud  in  that  SBA  district  If 
the  District  Director  had  autonomy,  the  Director  could  spot  check  and  verify  tax  returns, 
say  every  fifth  application,  until  some  higher  scrutiny  was  justified  This  requirement  has 
led  to  considerable  angst  among  lenders  and  borrowers,  delayed  closings,  lost  contract 
opportunities,  and  damage  to  the  very  people  we  are  pledged  to  help 

Likewise,  the  determination  of  flood  zone  prior  to  application  submission  has  cost  lenders, 
and  ultimately  borrowers  time  and  true  dollars  The  Loan  Authonzation  in  this  district  has 
stated  for  years  that  if  the  borrower's  collateral  was  located  in  a  flood  zone,  that  it  was  the 
lender's  responsibility  to  insure  that  flood  insurance  was  maintained,  and  if  there  was  a 
subsequent  loss  to  a  flood  disaster  without  proper  insurance,  it  was  the  lender's 
responsibility.  We  can  live  with  that,  we  have  for  more  than  a  decade  Perhaps  this  is 
more  of  an  issue  in  the  Midwest  states  hit  hard  recently  by  flooding  If  so,  give  those 
District  Directors  the  autonomy  to  impose  the  pre-application  flood  zone  screening  on 
their  lenders 

Now  is  the  proper  time  to  begin  to  streamline  the  application  and  closing  process,  deleting 
requirements  imposed  on  the  SBA  through  other  agencies,  like  whether  or  not  our 
collateral  is  in  an  earthquake  zone,  in  wetlands,  lobbying,  aliens,  these  are  all  issues  that 
have  been  externally  imposed  and  should  be  tailored  to  the  individual  districts  on  a  case  by 
case  basis  It  is  this  overcomplicating  of  the  SBA  application,  processing,  and  closing 
process  that  keeps  banks  from  using  the  SBA  program  more  and  providing  needed  capital 
to  borrowers 

Helen  Barrios  is  the  owner  of  Aztech  Contracting,  who  specializes  in  health  care 
remodeling  for  hospitals  and  clinics  Helen  applied  for  a  SI 00,000  Low  Doc  loan  through 
her  bank  to  provide  needed  working  capital  for  several  large  contracts  she  had  bid  for  and 
won  When  her  bank  received  the  loan  closing  package  back  from  SBA,  they  were 
stunned  by  the  volume  of  closing  documentation  required  for  a  loan  that  size  and  declined 
to  close  the  loan  We  were  able  to  close  the  loan  for  Helen's  company  and  provide  her  the 
needed  working  capital  because  as  a  Preferred  Lender  we  are  used  to  dealing  with  the 
paperwork  However,  how  many  other  banks  like  Helen's  former  bank  are  out  there? 
How  many  other  Helens  are  being  denied  the  capital  to  hire,  expand,  or  preserve  their 
businesses  because  of  the  arcane  and  cumbersome  application  and  closing  process 
imposed  unilaterally  across  the  country  I  believe  a  level  of  District  Director  Autonomy 
(and  accountability)  is  in  order. 
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Another  imponant  change  1  would  like  to  suggest  is  the  evaluation  of  the  current  subsidy 
rate  used  to  determine  program  funding  for  the  7(a)  and  other  SBA  programs  First  the 
dollars  used  in  this  calculation  should  be  the  fptaranty  dollars  not  the  total  dollars  of  loans 
approved  Don't  penalize  the  program  for  a  $].5  million  loan  when  only  $750,000  is 
actually  at  risk  to  the  SBA  This  will  refine  the  final  number  necessary  for  appropriation 
to  the  loan  programs  to  a  consistent  figure.  Also,  if  this  percentage  is  based  on  loss 
history,  it  needs  to  be  reevaluated  as  losses  have  continued  to  decline,  at  least  m  our 
Atlanta  District. 

The  recent  SBA  pronouncement  that  the  maximum  loan  that  would  be  accepted  would  be 
$500,000  came  as  a  complete  shock  to  the  SBA  community  and  was  a  terrible  injustice  to 
lenders  and  borrowers  alike.  As  I  look  over  the  appropriated  numbers  for  FY94,  actual 
program  demand  and  the  FY95  appropriation,  /  can  even  see  that  someone  in  the  SBA 
should  have  known  back  in  August  of  1994  that  we  were  going  to  have  a  problem  funding 
demand  for  FY95.  While  I  agree  that  SBA's  decision  was  the  least  painfiil  (for  them)  at 
the  time  of  the  options  available,  they  should  have  began  warning  the  SBA  lenders  back  in 
September  that  without  a  supplemental  appropriation,  we  would  most  likely  run  out  of 
funds  before  the  end  of  f  Y95,  Let  me  suggest  that  for  $44-50  million  this  problem  could 
easily  be  fixed  and  those  borrowers  whose  plans  were  laid  waste  by  SBA  can  be  helped  to 
obtain  the  capital  SBA  has  committed  to  making  available  Programs  exi.st  within  SBA's 
own  budget  that  could  be  eliminated  to  make  up  the  difference  Personnel  in  those  areas 
can  be  retrained  to  process  7(a)  loans  and  be  made  useful  immediately  It's  time  SBA 
focused  on  what  it  does  best  and  eliminate  that  which  it  does  not  When  you  enter  into  a 
partnership  like  SBA  does  with  its  participating  lenders,  you  don't  hide  the  truth  from 
them  until  the  wheels  are  off  the  wagon,  you  make  yourself  heard  once  the  wheels  start 
wobbling  so  we  can  all  work  together  to  fix  the  problem 

Also,  money  may  be  reappropriated  fi-om  the  503  prepayment  initiative  of  S30  million 
These  borrowers  agreed  to  their  terms  when  their  loan  was  made  understanding  fully  what 
their  risks  were  if  mterest  rates  moved.  Subsidizing  their  prepayment  penalty  is  now 
taking  money  out  of  the  SBA's  premier  general  business  program  and  divening  SBA's 
primary  focus  of  providing  capital  for  the  foimation,  expansion  and  preservation  of 
business  This  transfer  will  not  cost  the  SBA  anything  except  the  wrath  of  those  who 
haven't  yet  refinanced  their  old  503  program  loan.  $30  Million  translates  to  S  1.1  Billion  in 
7(a)  funds  available  for  borrowers,  this  would  almost  carry  us  to  the  end  of  FY95  at 
current  demand. 

The  "New  Years  Surprise"  has  cost  SBA  quite  a  bit  of  its  hard  won  credibility  in  the 
banking  and  finance  communities  Banks  and  other  financial  intermediaries  who  were 
considering  ramping  up  their  involvement  or  were  already  under  way  have  stopped  to  re- 
evaluate their  participation  in  the  program  Franchisers  that  used  SBA  as  a  primary' 
conduit  for  franchisee  capitalization  are  re-evaluating  SBA's  commitment  to  the  7(a) 
program  SBA  says  it  wants  to  make  smaller  loans  to  more  borrowers  That's  fine,  but 
who's  going  to  make  them''  SBA?  Congress?  Remember  your  partners,  the  lenders,  we 
make  all  the  qualified  small  loans  we  can  find  and  will  continue  to  do  so,  but  my  average 
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loan,  and  the  Atlanta  District  Office's  average  loan  has  been  around  S300,000  for  many 
years  now  This  means  that  we're  making  both  $100,000  Aztech  Contracting  loans  and 
$575,000  Roytec  Industry  loans.  You  can't  have  one  without  the  other 

The  SBA  7(a)  program  is  an  excellent  example  of  the  wonderful  things  that  can  happen 
when  you  forge  a  partnership  between  the  pnvate  and  public  sector  It  seems  that 
candidates  for  office  for  years  on  end  have  campaigned  for  more  of  this  ty^pe  of 
relationship.  Let's  don't  jeopardize  it  now.  The  SBA  7(a)  program  should  be  given  top 
priority  in  the  Appropriation  process  because  IT  WORKS,  for  all  of  us  and  the  thousands 
and  thousands  of  SB.A  7(a)  small  business  borrowers  like  George  &  Penny  Koebel.  Helen 
Barrios,  and  Jack  and  Julie  Pierce 

I  volunteer  my  services  to  assist  you  and  your  committee  in  making  the  tough  decisions 
ahead  for  the  Country  Thank  you  for  the  opportunity  to  comment  on  this  imponant 
issue. 

Sincerely, 

Bank  South.  N.A 


(jCt^^y^ 


Paul  D  Mayhew 
SBA  Officer 
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INSPECTOR    GENERAL 

SMALL    BUSINESS    ADMINISTRATION 

WASHINGTON     D  C 

February  7,  1995 


Honorable  Jan  Meyers 

Chairman 

Committee  on  Small  Business 

Rayburn  House  Office  Building 

Washington,  D.C.   20515-0315  ■         .  .- 

Dear  Madam  Chairman: 

This  letter  is  submitted  for  insertion  in  the  record  in 
response  to  written  comments  submitted  to  the  Committee  during 
recent  hearings  concerning  the  Small  Business  Administration's 
(SBA)  7(a)  loan  program.   The  specific  comments  I  am  addressing 
were  submitted  by  Mr.  Paul  D.  Mayhew,  SBA  Officer,  BankSouth, 
N.A.,  Marietta,  Georgia.   Mr.  Mayhew' s  statement  on  the  Agency's 
tax  verification  program  contained  certain  generalizations  which 
were  apparently  intended  to  minimize  the  extent  of  the  false  tax 
return  problems  we  have  experienced  in  both  the  7 (a)  and  Disaster 
Assistance  programs.   While  addressing  Mr.  Mayhew' s  specific 
comments,  I  would  also  like  to  take  this  opportunity  to  provide 
you  and  your  staff  with  a  brief  history  of  the  false  tax  return 
problem,  its  extent,  and  the  results  of  the  remedial  action  taken 
by  the  Agency. 

The  false  tax  return  problem  first  surfaced  in  the  Los 
Angeles  area  in  February  1990  when  SBA  loan  officers  identified 
five  questionable  loan  applications  submitted  by  a  single  loan 
packager.   Office  of  Inspector  General  (OIG)  investigators 
determined  that  the  copies  of  tax  returns  submitted  in  support  of 
these  loan  applications  contained  inflated  figures  compared  to 
those  on  file  with  the  Internal  Revenue  Service  (IRS) ; 
consequencly,  criminal  investigations  were  opened  on  these  five 
individuals.   Shortly  thereafter,  loan  officers  in  the  Los 
Angeles  and  Santa  Ana  districts  began  to  identify  and  refer 
questionable  applications  in  greater  numbers.   In  July  1992,  at 
the  request  of  the  Santa  Ana  District  Counsel,  the  Regional 
Administrator  ordered  that  loan  applicants  in  Santa  Ana  and  Los 
Angeles  be  required  to  sign  IRS  waivers  so  the  information  on 
their  tax  returns  could  be  verified. 

As  a  result  of  the  tax  verification  process  and  heightened 
awareness  on  the  part  of  loan  officers,  referrals  continued  to 
increase.   By  June  1993,  the  OIG  had  ongoing  cases  involving  over 
30  loan  applicants  who  had  submitted  false  tax  returns  on  7(a) 
loans.   We  had  also  recently  opened  an  investigation  into 
approximately  11  Disaster  Assistance  loans  stemming  from  the  1992 
Los  Angeles  civil  disturbances;  this  was  our  first  indication 
that  false  tax  returns  were  also  being  used  by  applicants  for 
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disaster  loans.   Losses  from  both  programs  exceeded  $8.1  million 
at  that  time,  and  the  problem  continued  to  grow. 

Although  the  two  districts  were  obtaining  waivers  from 
applicants,  the  expected  deterrence  was  not  realized.   In  the 
first  year  of  the  waiver  requirement,  the  district  loan  officers 
declined  a  total  of  95  additional  loans  where  the  applicant's  tax 
returns  were  at  variance  with  the  IRS  records,   resulting  in 
potential  savings  of  over  $40  million  through  the  identification 
of  potentially  fraudulent  applications.   We  attribute  the 
apparent  lack  of  deterrence  to  two  factors:  (1)  the  tax 
verification  process  had  not  been  publicized  by  the  Agency,  and 
(2)  there  had  been  no  prosecutions  by  the  U.S.  Government  up  to 
that  point. 

On  June  29,  1993,  I  issued  a  Program  Vulnerability 
Memorandum  to  the  SBA's  Office  of  Financial  Assistance  explaining 
the  nature  of  the  problem  and  proposing  that  the  Agency  consider 
instituting  a  nationwide  program  of  tax  verification.   The  OIG's 
Investigations  Division  management  also  briefed  senior  officials 
in  both  the  7(a)  and  Disaster  Assistance  programs.   Some  Agency 
managers  opined  that  the  problem  was  localized  in  Southern 
California  and  not  national  in  scope;  consequently,  a  compromise 
was  reached  and  an  agreement  made  to  conduct  a  nationwide  test  in 
selected  districts,  beginning  in  October  1993. 

Soon  after  the  implementation  of  the  test,  the  OIG  began 
getting  referrals  from  other  districts  throughout  the  country. 
We  opened  investigations  in  Atlanta,  Houston,  Seattle,  Boise,  and 
other  cities.   We  also  began  prosecuting  individuals  and  the 
resulting  publicity  brought  national  attention  to  the  problem. 
In  a  highly  publicized  case  in  March  1994,  an  individual  was 
indicted  for  the  submission  of  false  tax  returns  with  his 
application  for  a  $1.5  million  disaster  loan.   It  was  at  this 
juncture  that  the  SEA  Administrator  ordered  the  implementation  of 
the  100%  verification  program  begun  on  October  7,  1994. 

The  procedures  used  in  SBA's  tax  verification  process  are 
straightforward.   The  applicant  signs  a  one-page  IRS  release  form 
authorizing  the  IRS  to  provide  the  tax  return  information  to  the 
SBA  for  comparison  with  tax  returns  or  other  financial  data 
submitted  as  part  of  a  loan  application.   The  SBA  does  not 
receive  copies  of  any  tax  returns  from  the  IRS,  only  computer 
generated  sximmaries  of  pertinent  information  for  specific  tax 
years . 

The  submission  of  false  tax  returns  is  by  far  the  largest 
scheme  we  have  ever  identified  for  perpetrating  fraud  against 
SBA's  loan  programs.   Since  1990,  the  OIG's  Investigations 
Division  has  received  referrals  against  563  individuals, 
involving  approximately  $80  million  in  Government  funds  where  tax 
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returns  are  the  basis  for  the  fraud.  To  date,  41  individuals 
have  been  indicted  and  numerous  investigations  are  continuing 
throughout  the  country. 

The  tax  verification  process,  coupled  with  the  publicity 
associated  with  the  criminal  actions,  has  now  had  the  desired 
effect  of  deterring  the  public  from  attempting  to  defraud  the  SBA 
through  this  method.   We  have  not  received  a  single  allegation 
regarding  the  siobmission  of  a  false  tax  return  for  any  loan 
applied  for  since  the  tax  verification  program  was  implemented  on 
October  7,  1994.   To  date,  over  14,000  loan  applications  have 
been  processed  and  there  have  been  fewer  than  25  complaints 
concerning  loan  processing  delays  as  a  result  of  the  tax 
verification  program.   Most  of  these  problems  were  easily  traced 
to  breakdowns  in  inter-  and  intra-agency  communication,  or  what  I 
would  characterize  as  normal  "growing  pains"  for  an  operation  of 
this  magnitude. 

As  you  can  see,  the  use  of  false  tax  returns  was  a 
significant  problem  which  resulted  in  considerable  negative 
publicity  for  the  Agency  and  the  loss  of  millions  in  Government 
funds.   The  implementation  of  the  verification  process  is  an 
outstanding  example  of  enlightened  Agency  management  working 
closely  with  the  OIG  to  correct  a  systemic  weakness  in  its  loan 
processing  delivery  system.   By  working  together,  the  SBA  and  the 
IRS  have,  in  my  judgment,  enhanced  the  SBA' s  financial  security 
and  ensured  the  confidence  of  the  American  public  in  the 
integrity  of  the  Agency's  loan  programs. 

I  hope  this  information  has  been  helpful.  If  you  have  any 
further  questions  concerning  the  tax  verification  process  please 
contact  either  Steve  Marica,  Assistant  Inspector  General  for 
Investigations,  at  (202)  205-6220,  or  myself  at  (202)  205-6586. 
I  look  forward  to  working  with  you  and  the  Committee  on  this  and 
other  issues  pertaining  to  the  programs  and  policies  of  the  SBA. 
With  best  wishes. 


Sincerely 


James  F.  Hoobler 


SBA  Administrator 

ADA/Congressional  and  Legislative  Affairs 

Mr.  Paul  Mayhew,  BankSouth,  N.A. 

The  Honorable  Christopher  S.  Bond 
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CONGRESS  OF  THE  UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  SMALL  BUSINESS 

JANUARY  25,  1995 

10:00  A.M. 


TESTIMONY 

BY 

DERYL  K.  SCHUSTER 

PRESIDENT,  CENTRAL  DIVISION 

EMERGENT  BUSINESS  CAPITAL,  INC. 

121  WEST  DEWEY,  SUITE  210 

WICHITA,  KANSAS  67202 

PHONE  (316)263-1001 

FAX  (316)263-1771 


Madam  Chairman,  distinguished  representatives  and  staff... 

Thank  you  for  this  opportunity  to  appear  today,  my  views  and  comments  are  based  upon 
35  years  of  small  business  financing.  During  this  time  I  have  enjoyed  the  unique 
experience  of  being  a  bank  SBA  lender,  a  non  bank  SB  A  lender  and  four  years  as  an  SEA 
District  Director  and  four  years  as  an  SBA  Regional  Administrator.  As  a  private  sector 
lender  I  was  twice  selected  to  receive  SBA's  Financial  Service  Advocate  Award  in  Kansas 
and  at  the  SBA's  Four  State  Region  VII.  In  1985  I  was  honored  to  receive  SBA's 
National  Small  Business  Banker  Advocate  of  the  Year  Award.  The  good  Lord  willing 
in  June,  I  will  have  been  a  delegate  to  all  three  White  House  Conferences  on  Small 
Business  as  I  chair  the  Kansas  Delegation  to  the  1995  conference.  My  career  includes 
services  as  Past  President  of  the  Kansas  Bankers  Association  and  in  leadership  positions 
on  several  American  Bankers  Association  (ABA)  groups  including  service  as  Chairman 
of  the  ABA'S  Small  Business  Banking  Committee  and  service  on  SBA's  District,  Regional 
and  National  Advisory  Councils.  And,  in  the  past  I  have  served  on  the  U.S.  Chambers 
Small  Business  Council.  All  of  these  experiences  have  given  me  a  rather  broad 
prospective  of  the  financial  needs  and  programs  available  for  small  business.  This 
includes  the  SBA's  7(a)  Loan  Guaranty  Program  as  it  is  called  since  private  sector  lenders 
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make  and  service  loans  under  this  program  with  SB  A  providing  a  partial  guaranty  of  loss 
in  the  event  of  default. 

My  view  on  the  program  we  discuss  today  is  further  expanded  as  a  current  Officer  and 
Director  of  the  National  Association  of  Government  Guaranteed  Lenders  (NAGGL) 
organization  whose  bank  and  non-bank  members  make  over  70%  of  all  7(a)  loans. 

From  a  35  year  historical  prospective,  I  can  attest  diat  the  benefits  of  SBA's  7(a)  loan 
guaranty  program  are  massive,  although  I  sense  they  are  not  well  quantified  or 
communicated,  and  therefore,  not  well  understood.  It  is  just  not  natural  for  loan 
recipients  to  vocally  proclaim  the  benefits  that  they  or  their  firm  received  as  a  result  of 
the  7(a)  loan  program!  However,  some  virtues  of  this  program  are  so  obvious  that  they 
should  require  little  explanation.   For  example: 

•  The  modest  appropriation  for  the  7(a)  loan  program  is  leveraged  by  private  sector 
lenders  creating  a  large  long  term  loan  program  to  benefit  small  business  over  35 
times  the  appropriation.  And,  NAGGL  will  today  propose  changes  which  will 
leverage  the  government's  small  investment  at  a  ratio  near  80  to  1  or  even  higher. 
For  fiscal  1995,  a  $195  million  dollar  appropriation  will  generate  $7. 1  billion  in 
private  funds  for  small  business  making  the  program  perhaps  the  most  efficient  job 
stimulator  available! 


• 


This  program  is  as  close  to  being  totally  privatized  as  a  loan  program  can 
be! 


•  The  growing  utilization  of  this  program  by  the  private  sector  (both  lenders 
and  small  business  borrowers)  unmistakably  verifies  the  need  for  this 
program.  SBA's  original  mandate  was  to  help  provide  long  terra  financing 
for  small  business.  Unlike  their  big  business  cousins,  most  small  businesses 
do  not  have  access  to  capital  and  equity  markets.    Even  with  a  reduced 
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capital  gains  tax,  which  is  needed,  it  will  not  reduce  the  typical  small 
business  needs  for  capital  and  long  term  credit.  By  involving  the  private 
sector  to  a  massive  degree,  this  SBA  program  effectively  fulfills  its 
mandate. 

•  The  7(a)  loan  program  stimulates  borrower  investment  capital  into  our 
economy.  This  investment,  coupled  with  loan  proceeds,  creates  an 
immeasurable  number  of  private  sector  jobs.  Economic  development 
specialists  suggest  such  dollars  roll  over  in  local  economies  at  least  eleven 
times  in  job  creating  economic  stimulus  activity.  As  you  know,  the  ^>mall 
business  sector  is  where  our  nation's  employment  has  come  from  and  this 
is  in  no  small  part  due  to  SBA's  model  government/private  sector 
partnership. 

•  If  Congress  does  reform  entitlements  and  welfare  along  with  other  spending 
reductions,  the  necessity  for  this  continued  partnership  to  accommodate  the 
growing  need  for  private  sector  jobs  becomes  obvious.  Yes,  as  common 
sense  reflects  and  as  several  government  financed  reports  support,  the  7(a) 
program  should  be  one  government  program  congress  would  want  to 
expand!  When  a  $500  million  appropriation  would  result  in  a  $40  billion 
doUar  job  creating  loan  program,  where  could  there  be  a  better  bang  for  the 
buck? 

•  Needed  jobs  must  come  from  somewhere  and  without  this  program  or 
something  similar,  private  sector  lenders  just  will  not  make  long  term  loans 
to  small  business.  Risk  in  this  marketplace  is  well  known.  Internal  lender 
policies  and  government  regulators  just  will  not  permit  these  types  of  long 
term  loans.  One  must  understand  that  most  every  small  business  loan  is 
different!  Loan  purposes  vary,  underlaying  equity  and  financial  strength  of 
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the  principals  and  the  business  are  all  unique,  collateral  varies  widely, 
owners'  and  managers'  experience  and  qualification  vary,  customer 
acceptance  comes  and  goes  due  to  competitive  factors,  employee  service, 
product  quality,  business  location,  etc.,  etc.  Even  factors  beyond  the 
control  of  the  small  business  often  increases  lender  risk,  such  as;  excessive 
regulations,  liberalized  bankruptcy  laws,  environmental  issues,  strikes, 
interest  rates,  the  general  economic  environment,  etc.  There  are  many 
reasons  why  a  private  sector  lender  will  not  make  long  term  loans  to  small 
business  without  something  like  the  7(a)  loan  program.  Unlike  residential 
real  estate  loans  or  automobile  loans,  small  business  loans  and  the  loan's 
related  risk  cannot  be  put  in  a  conforming  box  -  every  loan  is  different! 

•  Over  the  last  several  years  the  cost  to  the  government  due  to  7(a)  program 
losses  has  been  very  reasonable,  primarily  because  the  agency  virtually 
eliminated  its  direct  lending  activities  under  7(a)  choosing  to  rely  almost 
exclusively  on  private  lenders  for  capital  and  loan  servicing.  The  preferred 
lenders  program  (PLP)  further  improved  efficiency  by  speeding  the  loan 
approval  process  and  providing  quality  risk  management  through  a  lower 
loan  guaranty.  In  recent  years,  effective  administration  of  the  7(a)  loan 
program  has  seen  the  loan  loss  rate  decrease  to  1.27%  in  fiscal  1994. 
From  time  to  time,  either  at  the  direction  of  Congress  or  by  administration 
emphasis,  SBA  will  include  loan  programs  of  a  sof^  or  socially  oriented 
nature  which  result  in  greater  losses  that  distort  the  historical  losses  of  the 
regular  7(a)  loan  guaranty  program.  I  fear  current  emphasis  for  Low  Doc 
loans.  No  Doc  loans,  Greenline  loans,  Pre-QualiHcation  of  loans,  etc. 
rather  than  normal  7(a)  loans  following  prudent  policies  and  procedures  will 
again  result  in  distorted  losses  in  the  future.  Even  so,  as  stated,  historical 
losses  are  most  reasonable.  The  changes  Congress  recently  made  to  make 
this  program  an  even  more  cost  effective  program  have  not  hit  the  small 
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business  borrowers  as  yet.  The  7(a)  lenders  have  absorbed  higher  costs  and 
lower  guarantees  and  we  are  prepared  to  accept  even  more.  The 
implementation  of  fees  to  cover  servicing  actions  is  to  begin  in  the  near 
future.  For  sure,  these  fees  will  bring  complaint"!,  but  most  will  occur 
during  the  life  of  the  loan,  tied  to  specific  servicing  needs,  so  at  least, 
initially,  these  fees  will  not  retard  the  use  of  this  program.  If  these  fees 
were  charged  "up  front,"  it  would  certainly  increase  borrower  costs  and 
may  modestly  discourage  program  usage.  However,  most  small  business 
people,  while  very  cost  conscious  and  typically  conservative,  are 
accustomed  to  paying  for  services  rendered.  These  fees  should  not  have  a 
significant  negative  impact  upon  the  7(a)  program  and  they  will  help  make 
this  program  totally  self-sufficient.  OMB  currently  reports  a  7(a)  subsidy 
rate  of  2.74%  but,  today  we  will  suggest  ways  to  reduce  the  subsidy  even 
further.  Based  upon  this  low  OMB  estimated  subsidy  rate,  which  reflects 
historical  and  estimated  losses,  this  program  is  incredibly  cost  effective. 
When  the  economic  benefits  of  7(a)  financing  are  accounted  for,  the 
program  actually  generates  substantial  net  revenues  to  all  levels  of 
government!  A  congressionally  financed  Price- Waterhouse  study  of  the  7(a) 
program  estimated  an  annual  return  on  the  government's  investment  in 
excess  of  200%  without  accounting  for  any  positive  economic  rippling 
multiplier  effects.  This  issue  could  be  addressed  in  greater  depth,  but 
suffice  it  to  say,  if  the  1990  Credit  Reform  Act  mandated  subsidy  rate 
included  any  benefits  resulting  from  this  loan  program  such  as  taxes  paid 
by  employees,  owners,  suppliers,  fewer  welfare  dollars,  etc.  the  subsidy 
rate  calculation  would  show  the  program  has  no  cost.  Instead  it  would 
show  an  impressive  positive  impact  in  the  economy  and  in  government 
coffers.  In  my  opinion,  the  method  OMB  uses  to  figure  credit  related 
subsidies  should  be  modified  to  include  economic  benefit.  Perhaps 
Congress  will  address  this  issue  another  day. 
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Yes,  if  the  merits  of  the  7(a)  program  were  understood,  if  everyone  was  aware  that  the 
7(a)  loan  program  was,  in  fact,  a  net  producer  of  revenue  for  the  government,  it  is 
inconceivable  that  the  program  would  be  reduced  or  as  some  even  suggest,  eliminated! 
If  this  was  understood,  it  would  be  an  easy  decdsior  for  Congress  —  this  program  would 
be  expanded! 

In  this  regard,  it  is  perplexing  that  the  7(a)  loan  program  would  be  retarded  by 
implementing  the  current  $500,000  loan  ceiling,  especially  since  NAGGL  was  actively 
working  with  SB  A  to  identiiiy  ways  to  live  within  1995  appropriated  dollars.  A  review 
of  past  large  loans  (over  $500,000)  would  document  that  many  of  the  most  impressive 
stories  of  entrepreneurial  success  and  job  creation,  result  from  many  of  the  larger  loan 
transactions.  Common  sense  would  seem  to  support  this  reality.  A  good  case  could  be 
made  to  advocate  larger  SB  A  loans,  not  smaller!  Everyday  that  the  ceiling  is  in  place, 
substantial  business  projects,  investment  capital,  jobs,  tax  revenue,  etc.  are  being  withheld 
from  our  nation's  economy.  Truly,  the  vitality  of  our  economy  is  being  retarded!  When 
evaluating  the  negative  impact  of  the  $500,000  ceiling,  it  is  logical  to  assume  that  most 
all  of  the  past  economic  activity  which  resulted  from  loans  exceeding  $500,000,  would 
not  have  occurred  had  the  current  ceiling  been  in  place  at  the  time  past  borrowers  needed 
their  loans.  Direct  and  indirect  employment  in  our  country  would  have  suffered  by  the 
millions!  There  can  be  no  disputing  the  fact  that  this  unanticipated  ceiling  has  created 
expensive  havoc  and  hardship  with  each  of  those  many  entrepreneurs  who  were  fruitlessly 
into  the  process  of  trying  to  obtain  a  7(a)  loan  in  excess  of  $500,000.  For  the  last  two 
years,  or  more,  the  7(a)  lending  community  has  agreed  to  stretch  fewer  appropriated 
dollars  further  by  accepting  lower  guarantees  and  higher  fees.  If  this  continues  year  after 
year,  there  will  come  a  point  where  private  sector  lenders  will  no  longer  choose  to 
participate  in  this  program  partnership.  Even  so,  the  Board  of  Directors  of  NAGGL, 
which  relates  to  the  majority  of  all  7(a)  private  sector  lenders  has  once  again  identified 
several  acceptable  options  that  permit  current  appropriated  dollars  to  provide  adequate 
funds  to  meet  7(a)  loan  demand  in  the  current  fiscal  year,  even  after  lifting  the  $500,000 
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ceiling.  The  SBA  lending  industry  recognizes  that  securing  increased  funding  for  any 
federal  program  in  the  is  necessary  fiscal  environment  is  difficult,  but  we  believe  such 
an  argument  can  be  made  for  the  7(a)  loan  program  when  the  fiill  economic  contribution 
of  the  program  is  considered.  More  over,  we  believe  that  two  modest  additional  reforms 
accepted  by  the  lending  industry  will  increase  the  leverage  ratio  60  to  1  or  greater.  These 
two  reforms  are: 

1)  Impose  the  40  basis  point  annual  fee  on  all  7(a)  loans,  not  just  on  loans  sold  into 
the  secondary  market. 

2)  Implement  a  maximum  75%  across  the  board  loan  guaranty  percentage. 

We  would  also  be  willing  to  give  up  the  guaranty  fee  split  on  small  and  rural  loans.  To 
fully  meet  7(a)  need  beyond  1995,  we  believe  by  paring  less  effective  SBA  programs  and 
by  further  streamlining  administrative  operations,  increases  in  the  7(a)  appropriations  can 
be  accommodated  within  the  context  of  a  declining  federal  budget. 

Thank  you  for  the  opportunity  to  prepare  and  respectfully  present  these  comments.  I 
would  be  pleased  to  respond  to  any  questions  about  the  wonderfully  unique  and  necessary 
7(a)  loan  guaranty  program. 
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TESTIMONY  OF  TIM  TERRY 


1  am  here  today  fo  speak  oi\  behalf  of  small  busmcss  and  bankers  ■who,  with  the  help  of  the  SBA,  have 
been  able  fo  create  thousands  of  jobs  and  who  want  to  sec  the  SBA  Financing  Function  funded  to  meet 
the  growing  demand  for  small  business  loans. 

I  have  written  and  published  three  manuals  on  SBA  lending  My  company  Terry  &  Associates,  Inc 
provides  a  dynamic  link  between  small  business  and  the  lending  community  "We  accomplish  this  m 
Uiree  ways 

1    We  train  Bankers  to  develop  small  business  lending  programs  centered  around  the  SBA 
guaranty  loan  program. 

2.  We  consult  with  Banks  who  see  the  SBA  lending  program  as  a  strategic  tool  to  help  them  meet 
the  demand  for  loans  to  the  small  business  community. 

3    We  connect  small  businesses  with  banks  who  will  provide  SBA  loans 

Let  me  give  you  a  couple  of  examples:  " 

Tony  Corona  worked  his  way  through  college  managing  a  Subway  Sandwich  Shop  in  Abilene,  Texas 
When  he  graduated,  his  boss  convinced  the  Franchisor  to  award  Tony  his  own  franchised  restaurant 
Tony  started  his  first  store  in  1992     By  saving  the  profits,  he  and  his  wife  were  able  to  open  a  second 
store  and  the  second  store  was  equally  successful.  Despite  his  success,  however,  when  he  was  given  the 
opportunity  to  open  more  stores  the  banks  could  not  provide  a  conventional  loan  to  Tony    Fortunately, 
this  past  year  the  SBA  introduced  the  Low  Doc  Loan  program  which  enabled  Tony  to  obtain  a  SBA  loan 
which  resulted  in  adding  25  new  jobs  to  the  central  Texas  economy.  As  a  result  of  Tony's  success,  the 
Franchisor  has  awarded  him  three  more  stores,  but  Tony  will  be  unable  to  open  these  stores  without  the 
necessary  working  capital  to  purchase  equipment     Just  last  week  Tony  applied  for  another  SBA  loan 
which  will  allow  him  to  create  another  45  pari  and  full  time  jobs     Due  to  Tony's  lack  of  collateral  and 
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need  for  a  long  lerm  loan,  there  was  nol  a  bank  in  Texas  that  would  lend  to  hiin  WITHOUT  SBA 
SUPPORT. 


Desert  Steel  of  Irving,  Texas  is  owned  by  JoAnn  Nichols    Even  though  she  was  recognized  by  tlic 
Chamber  of  Commerce  as  the  1993  Minority/Women  Owned  Business  of  the  Year,  she  was  not  able  to 
obtain  a  conventional  loan  to  assist  in  the  company's  on  going  growth  due  to  weak  collateral  and  the  need 
foi  a  long  term  loan    With  SBA  guaranty.  JoAnn  Nichols  became  the  focus  of  many  banks  who 
aggressively  went  after  her  business    The  difference  in  botli  of  these  stones?  The  SBA  guaranty 

The  SBA  financing  function  provides  a  guaranty  to  Lenders  on  behalf  of  small  business,  and  bridges  the 
gap  between  specific  ci edible  businesses  with  lenders  who  absolutely  would  not  and  could  not  lend  to 
these  businesses  if  not  for  this  guaianty. 

This  bridge  is  seen  most  significantly  in  the  following  areas. 

A  sniAll  business  rnnnol  get  h  convendoiial  loan  unless  they  have  adequate  collateral. 

On  the  other  hand,  if  the  small  business  has  a  strong  record  of  positive  cash  flowand  repayment  ability, 
the  bank  is  allowed  to  ovcilook  the  weakness  in  collateral  if  SBA  guaranty  support  is  obtained    This  one 
issue  impacts  the  entire  Service  Sector  which  has  been  and  is  expected  to  continue  lo  be  the  majoi  giowth 
sector  and  new  employment  generated  in  America 

A  small  business  cannot  obtain  a  conventional  loan  when  the  loan  has  to  be  paid  back  in  one  or  two 
years.    Most  small  businesses  do  not  generate  enough  ccash  flowto  pay  back  loans  under  the 
conventional  terms  of  one  to  two  years    When  a  longer  term  of  seven  and  up  to  25  years  is  obtained  by 
way  of  SBA  guaranty  support,  the  bank  is  allowed  to  exceed  its  conventional  lending  policy    The  longer 
term  lowers  the  payment  and  enables  tlie  small  business  to  qualify  for  the  loan 

It  is  virtually  impossible  to  And  a  lender  who  will  lend  lo  a  new  business  start  up.  However,  if  the 
new  business  has  a  good  business  plan  and  supportable  sales  forecast  the  SBA  will  support  the  small 
business  and  provide  tJie  guaranty  necessary  for  the  banks  to  provide  the  loan 
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The  fact  is  the  SBA  loan  loss  on  these  loans  is  less  than  2%  ,  a  rate  comparable  to  the  best  banks  in 
America. 

I  recently  conducted  a  seminar  in  which  I  gave  the  bankers  three  case  examples  of  small  busineascs  that 
either  had  weak  collateral  or  needed  a  long  term  loan  I  asked  them  to  tell  me  how  they  could  H^lp  these 
small  businesses  if  the  SBA  support  was  no  longer  available  The  unanimous  answer  was  they  could  not 
help  them.  I  asked  them  where  they  would  suggest  these  small  businesses  go  to  seek  help  They  could 
not  give  me  a  single  answer.  Tliese  small  businesses,  largely  in  the  service  sector  are  simply  SOL  (sorry 
out  of  luck) 

Another  issue  of  concern  is  the  limited  SBA  personnel  available  to  review  loan  applications. 

Let  me  draw  an  example   The  SBA  distria  office  in  Dallaa/Fort  Worth  consistently  ranks  in  the  top  five 
district  offices  in  the  counU7  in  loans  approved  and  loan  volume     The  loan  review  staff  in  the  Finance 
Division  have  financial  cicdit  analysis  skills  which  surpass  many  of  the  bank  lending  ofTlcens  that  I  liave 
trained.  They  are  diligent  in  developing  positive  long  term  relationships  with  the  tending  community. 
Their  work  ethic  is  seen  statistically  by  the  following. 

1990  1994 

Number  of  loans  reviewed  708  1798 

Number  of  loans  approved  406  1124 

Number  of  loan  ofTiccrs  5  5  "... 

This  is  an  increase  in  work  load  of  254%  over  this  five  yew  period 

The  Dallas/Fort  Worth  District  office  has  not  been  able  to  acquire  approval  for  the  hiring  of  additional 
stafl"  In  response  to  this,  the  banking  community  has  eagerly  agreed  to  support  the  SBA's  efforts  by 
preparing  the  vast  majority  of  the  paperwork  required  allowing  the  SBA  staff  to  simply  review  and 
analyze  the  paper  work  rather  than  having  to  complete  many  of  the  forms  themselves    This  is  not 
enough    The  finance  divisions  need  more  personnel.  They  arc  in  my  opinion  the  SBA  team  that  is 
getting  the  job  done  _  i -.  _ 

According  to  the  US.  Small  Business  Administration,  approximately  36,500  SBA  7(a)  loans  were 
approved  in  the  US  in  fiscal  year  1994  (ending  September  30),  an  increase  of  36  percent  over  FY  1993 


These  loans  are  used  to  create  jobs  in  America  and  stimulate  economic  growth   Now  we  are  reducing  the 
loan  amount,  which  in  turn  eliminates  a  large  number  of  new  expansion  and  new  employment   This 
simply  docs  not  make  since  to  me 

Here  is  the  real  irony    In  a  survey  cotjductcd  amoung  Texas  banks,  they  report  that  promotion  and 
advertising  for  small  business  loans  will  represent  an  average  of  19%  of  their  ad  budget    If  the  banks  are 
going  to  advertise  that  they  will  lend  to  small  business,  they  have  got  to  have  the  right  answer   Finally 
the  lenders  know  that  if  they  promote  small  business  lending  they  have  an  answer  and  the  answer  is  yea. 
The  SBA  provides  the  alternative  if  the  bank  cannot  provide  the  loan  under  conventional  terms. 
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The  issue  is  no\  just  the  future  growth  of  the  small  business  sector  in  America    In  fact,  without  tlie  SB  A 
it  IS  my  opinion  that  the  Banking  community  will  effectively  reduce  its  lending  to  small  business  by  a  full 
50% 

(]         In  1990,  Congress  commissioned  a  study  on  the  effectiveness  of  the  SBA    That  study  was 
conducted  by  Price  Watcrhouse  and  presented  to  Congress  March  18,  1992    This  report  presented 
astonishing  facts  about  the  success  of  the  SBA  over  a  five  year  period  from  198S  to  1990    The  most 
significant  fact  concluded  that  by  providing  jobs,  generating  sales  revenues  and  increased  payrolls,  and 
pumping  tax  dollars  into  federal,  state  and  local  government  coffers,  businesses  who  obtamcd  SBA  loans 
are  infusing  the  economy  at  a  rate  far  exceeding  any  cost<!  associated  with  the  SBA  program,  providing  a 
250  percent  return  on  each  tax  doUai  allocated  to  the  program  in  just  five  years 

[]  Intel  Corporation,  Apple  Computer  Corporation  and  Federal  Express  were  all  assisted  in  their 

Success  at  the  caily  stages  of  business  development  by  SBA  loans    In  fact,  these  three  coiporations  pay 
taxes  on  an  annual  basis  that  when  combined  total  more  than  what  is  allocated  to  the  SBA  program 

As  a  small  businessman  1  have  to  make  a  payioll  and  balance  the  checkbook    1  support  the  efforts  of 
Congress  in  examining  every  program  in  an  effort  to  cut  federal  spending    I  do  believe  their  is  room  to 
cut  in  the  SBA    In  the  hopes  that  I  will  not  offend  any  SBA  personnel  present  at  tliis  hearing,  I  believe 
that  there  ate  too  many  chiefs  and  not  enough  indians 

The  financing  function  which  creates  jobs  for  America  needs  your  strongest  support 

If  the  rinanciiig  Function  of  the  SBA  is  not  funded  to  meet  the  demand  -  it  will  cost  America  jobs. 
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Madam  Chair  and  distinguished  members  of  this  Committee,  it  is  again 
a  pleasure  for  me  to  appear  before  you  to  discuss  the  Small  Business 
Administration's  7(a)  guaranteed  loan  program.  I  am  here  today  in  my 
capacity  as  the  President  of  the  National  Association  of  Government 
Guaranteed  Lenders  (NAGGL),  the  trade  association  representing  the  SBA  7(a) 
lending  industry.  Our  650  member  institutions  account  for  approximately 
70%  of  all  the  SBA  7(a)  loans  that  are  approved  annually. 

Let  me  begin  by  saying  that  this  is  an  exciting  time  to  be  involved  with 
the  SBA  and  its  loan  programs.  Over  the  past  several  years,  the  SBA  and  the 
lending  community  have  provided  record  amounts  of  capital  to  the  small 
business  community.  The  SBA  has  done  an  excellent  job  in  bridging  the 
capital  gap  for  small  businesses;  but  there  is  still  much  to  do. 

We  all  recognize  that  small  businesses  are  an  important  part  of  the 
overall  effort  to  create  and  sustain  a  pattern  of  steady  economic  growth  and 
job  creation.  Without  the  success  of  small  business,  this  country  will  not 
have  a  sustained  and  widespread  economic  recovery.  And  without  capital, 
small  businesses  cannot  start,  grow  and  prosper,  and  create  jobs. 

In  my  letter  of  invitation.  1  was  specifically  asked  to  comment  on  the 
value  and  effectiveness  of  the  SBA  7(a)  program,  and  to  assess  the  current 
need  in  the  small  business  community.  I  was  also  asked  to  comment  on  the 
management  of  the  program,  and  to  offer  suggestions  for  any  improvements. 
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Bank  loans  continue  to  be  the  most  common  source  of  financing  for 
small  businesses.  But  bank  lenders  simply  cannot  make  large  volumes  of 
long-term  loans,  the  kind  most  needed  by  small  businesses,  when  their 
funding  source  is  short  term  deposits.  In  other  words,  you  do  not  borrow 
short  to  lend  long.  It  is  that  simple.  This  creates  a  capital  gap  for  small 
businesses  who  need  longer-term  capital. 

In  a  December  1994  GAO  report,  prepared  at  the  request  of  the  House 
Budget  Committee,  it  was  noted  that  the  SBA  7(a)  program  has  several  key 
attributes,  including:  -      -- 

•  SBA  loans  are  more  likely  to  go  to  new  or  st£irt-up  businesses  than 
are  commercial  loans.  For  SBA  loans  approved  in  FY  1994,  24%  went 
to  new  businesses; 

•  SBA  loans  have  gone  to  the  smallest  of  businesses.  The  average  size 
of  a  business  approved  for  an  SBA  loan  in  FY  1994  was  16  employees, 
and  half  the  businesses  had  fewer  than  7  employees; 

•  SBA  loans  are  the  primary  means  by  which  banks  access  the 
secondary  market  for  small  business  loans.  About  $2. 1  billion  in 
SBA  7(a)  loans  were  sold  on  the  secondary  market  in  1994.  For  many 
banks,  selling  loans  on  the  secondary  market  is  a  key  part  of  their 
strategy  for  preserving  scarce  capital  and  making  more  loans; 
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•  SBA  loans  have  longer  maturities  than  commercial  bank  loans.  The 
average  (original)  maturity  of  SBA  locins  approved  in  FY  1994  was 
almost  11  years.  Almost  94%  of  FY  1994  SBA  loans  had  maturities 
of  4  years  or  more.  Only  16%  of  bank  C&I  loans  had  a  maturity  over 
one  year.  Of  those  C&I  loans  with  maturities  over  one  year,  the 
average  is  45  months.  '  ■  ■ 

These  last  statistics  illustrate  the  purpose  and  importance  of  the  SBA 
loan  programs.  The  GAO  reports  that  banks  made  approximately  $100  billion 
in  loans  to  small  businesses  (defined  as  loans  of  $1  million  or  less),  with  only 
16%.  or  $16  billion,  having  a  maturity  over  one  year.  The  SBA  made 
approximately  $8  billion  in  7(a)  loans,  with  an  average  maturity  of  eleven 
yecirs.  and  approximately  $2  billion  in  504  program  first  mortgage  loans,  with 
a  minimum  maturity  of  10  years.  That  is  $10  billion  in  long  term  credit, 
provided  through  the  SBA  program,  out  of  $16  billion  in  bank  C&I  lending,  or 
approximately  60%.  As  you  can  see,  the  SBA,  through  its  loan  programs,  is 
the  major  provider  of  long-term  credit  for  smaJl  businesses. 

During  the  past  decade,  reforms  in  SBA's  loan  programs  have 
dramatically  improved  the  efficiency  of  the  7(a)  program  and  sharply  reduced 
default  and  loss  rates.  For  instance,  the  SBA  has  streamlined  its  operations 
through  the  use  of  centralized  business  loan  service  centers  and  a  centralized 
preferred  lender  loan  processing  center.  These  efforts  should  create  economies 
of  scale,  while  at  the  same  time  improving  consistency  and  improving  the 
service  to  small  businesses. 
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Today  the  SBA  7(a)  program  is  a  model  public/private  partneship  that 
significantly  leverages  the  government's  small  investment  in  this  program. 
Unfortunately,  just  as  the  program  is  reaching  its  peak  efficiency,  budgetary 
pressures  threaten  to  damage  the  program  that  best-provides  long-term 
capital  to  small  businesses.  Demand  for  long-term  credit  is  on  pace  to  exceed 
our  appropriated  level  by  some  25%.  As  a  result,  SBA  has  taken  steps  to 
"limit  demand",  thereby  eliminating  the  SBA  as  a  financing  source  for  many 
credit  worthy  small  businesses.  •,-  ■_; 

I  am  not  here  today  to  argue  whether  or  not  the  SBA  actions  were 
appropriate  in  attempting  to  "limit  demand",  I  think  today's  discussion 
should  focus  on  expanding  or  stretching  our  resources  so  that  we  can  meet 
demand.  As  part  of  the  solution,  the  members  of  NAGGL  are  willing  to  take 
steps  that  will  reduce  the  cost  of  the  program  to  the  government.  Our 
association  proposes  three  reforms  to  the  current  7(a)  program. 

•  Expand  the  40  basis  point  secondary  market  fee  to  cover  all  loans; 

•  Set  the  guaranty  percentage  for  all  loans  at  75%: 

•  Eliminate  the  ability  of  the  lender  to  keep  half  of  the  guaranty  fee,  up 
to  $750,  on  loans  made  in  rural  areas. 
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According  to  the  SBA,  the  combination  of  these  changes,  would  reduce 
the  7(a)  program  subsidy  rate  to  approximately  1.25%.  If  these  changes  could 
be  quickly  implemented,  there  would  sufficient  fiscal  year  1995  funds  left  to 
expand  our  lending  capacity  to  meet  the  estimated  $10  billion  in  long-term 
credit  demand  by  small  business.  And  SBA  could  then  reverse  the  steps  taken 
to  "limit  demand",  and  open  the  program  back  up  to  many  small  businesses. 

Coupled  with  our  proposed  reductions  in  the  cost  of  the  program  to  the 
government,  we  seek  assurances  from  the  Budget  and  Appropriations 
Committees,  that  sufficient  funds  are  provided  to  meet  the  projected  demands 
of  small  businesses  in  fiscal  year  1996  and  beyond.  Please  keep  in  mind  that 
the  proposed  changes,  coupled  with  the  changes  made  in  fiscal  year  1993,  will 
have  combined  to  reduce  the  governments'  cost  of  this  program  by  over  75%. 
And  for  the  economic  benefits  these  loans  provide,  1  think  that  is  more  than  a 
sufficient  amount  of  'budget  savings". 

NAGGL  commends  the  Chair  and  the  other  members  of  the  Committee 
for  your  past  support  of  the  SBA  loan  programs,  and  we  urge  increased 
support  now  as  the  small  business  sector  plays  a  most  important  role  in 
these  economic  times.  We  must  find  ways  to  encourage  the  entrepreneurial 
spirit,  encourage  people  to  go  into  business  and  create  jobs,  develop 
technology,  employ  people  and  generate  tax  revenues.  One  way  is  to  continue 
your  support  of  the  SBA  loan  programs  so  that  we  can  provide  much-needed 
long-term  capital  to  small  businesses.  On  behalf  of  NAGGL  members,  I  thank 
you  for  this  opportunity  to  again  come  before  this  Committee. 
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Small  Business  Administration 
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-  SBA  7(a)  lending  relative  to  bank  lending 
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Loss  Rates  on  7(a)  Guaranteed  Loans 
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Overview  of  the  SBA  Program- 

(S  in  millions) 


1 

FY  1994 

FY  1995 

Actual 

Execution 
Level 

Pr9gJi?ra 

Budget 

Program 

Bud  pet 

Level' 

Authorirv 

Uv<?r 

Authontv 

Credit  Programs 

1 

7(a)  General  Business  Loans 

S7,833.5 

SI  68.4 

$7,100.4 

S194.6 

7(a)  Canyover 

0,0 

0.0 

749.3 

20J 

504/502  Development 

1,335.5 

7.3 

1,453.0 

8.7 

Company 

503  Development  Co. 

0.0 

0.0 

30.0 

30.0 

Prepayment 

SBIC 

100.0 

16.3 

109.1 

..0 

Specialized  SBIC 

13.2 

4.0 

26.6 

7,4 

SBIC  participating  security 

149.7- 

13,5 

229.9 

20.5 

- 

Microloans  (direct  & 

8.2 

0.8 

65.1 

11.9 

guarantee) 

Direct  business  loans  (excl. 

47.4 

13,2 

9.9 

4.2 

microloans) 

'- 

Disaster  loans 

3,806.3 

875.1 

1,152.5 

363.5 

Disaster  contingency 

0.0 

0.0 

396.3 

125.0 

Surety  bonds 

1,090.1 

7.0 

1,767.0 

5.4 
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FY  L994 
Actual 

FY  1995       II 

Execution 

Level 

Program 
Level' 

Budget 
Authority 

Program 
Level' 

Budget 
Authority 

Management  Assistance  & 
other  non-credit  initiatives 

Small  Business  Development 
Centers   (grants  &  defense 
conversion  initiative) 

68.2 

77.4 

Natural  Resources 
Development   (tree  bill) 

17.6 

15.0 

Microloan  technical  assistance 

5.8 

9.0 

7(j)  management  assistance 

7.1 

8.1 

Other  non-credit  initiatives 

26.1 

24.2' 

Advocacy 

Operating  Expenses 
Research  database 

3.5 
1-1 

c 

li 

Government  Contracting  & 
Minority  Enterprise 
Development 

Operating  Expenses 

38.4 

c 

Other  Operating  Expenses 

Finance  &  Investment 
prograiris 

63.1 

c 

Business  Development 

24.1 

c 

Disaster  Assistance 

189.6 

20.2 

Other 

138.7 

277.8' 

'Program  level  refers  to  program  funds  approved  or  made  available  through  appropriations. 

'In  addition,  there  are  S27.4  million  in  other  non-credit  initiatives  funded  under  the  business  loan 

account 

'Operating  expenses  cannot  be  broken  out  by  program  activity  for  FY  1995.   FY  1995  "other" 

includes  Advocacy,  Government  Contracting,  Finance  &  Investment,  and  Business  Development. 


Source:     SBA  Office  of  the  Comptroller 
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7(a)  General  Business  Loans 

Provides  guaranteed  loans  to  smaJl  businesses  to  establish  a   new  business  or  assist  in  the 
operation,  acquisition,  or  expansion  of  an  existing  business.    Includes  recently  initiated 
Low  Documentation  program  and  other  pilot  initiatives. 

504/502  Development  Company  Program 

Provides  fixed  asset  financing  primaiily  for  construction  or  rehabilitation  of  owner- 
occupied  or  leased  premises  through  certified  and  local  development  companies. 
Generally,  banks  provide  50  percent  of  the  financing,  the  development  company  provides 
40  percent,  and  the  small  business  concern  10  percent.    SBA  provides  a  100  percent 
guarantee  to  the  development  company  share.   The  FY  1995  appropriation  for  the  503 
program  is  to  offset  extremely  high  pre-payment  penalties. 

Small  Business  Investment  Company 

Provides  equity  and  long-term  debt  financing  to  small  businesses  through  investment 
companies  licensed  and  regulated  by  SBA.  Specialized  SBICs  focus  on  meeting  the  needs 
of  small  firms  owned  by  socially  or  econotmcally  disadvantaged  persons.   The 
participating  security  is  a  new  vehicle  for  financing  SBICs. 

Microloan  Program 

Provides  loans  to  nonprofit  intermediaries  who  in  turn  provide  small  loans  to  low-income 
individuals,  women,  minorities,  and  other  entrepreneurs  unable  to  obtain  credit  through 
traditional  lending  sources. 

Direct  Business  Loans 

For   fiscal  years  1994  and  1995,  includes  loans  to  (1)  businesses  operated  for  or  by  the 
handicapped,  (2)  businesses  owned  by  disabled  or  Vietnam-era  veterans,  (3)  businesses 
located  in  high-unemployment  or  low-income  areas  or  operated  by  low-income  individuals 
(economic  opponunity  loans),   (4)  minority  enterprise  small  business  investment 
companies,  and  (5)  minority  enterprises  in  the  8(a)  program.    (Direct  loans  are  also  made 
under  the  microloan  program.) 

Disaster  Assistance 

Provides  direct  loans  to  business  owners,  individuals,  and  nonprofit  organizations  to  repair 
the  damage  caused  by  natural  disasters  such  as  hurricanes,  fioods,  and  earthquakes.   Also 
provides  assistance  for  economic  injury  resulting  from  a  natural  disaster. 
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Surety  Bonds 

Guarantees  surety  bonds  provided  to  small  conaacting  finns  by  surety  companies.    Surety 
bonds  are  required  on  federal  construction  contracts  over  $25,000  as  well  as  on  state, 
local,  and  some  private  construction  contracts. 

Small  Business  Development  Centers  .     . 

SBDCs  provide  counseling,  training,  and  technical  assistance  to  small  businesses.   SBDCs 
receive  no  more  than  half  of  their  funding  from  SBA  with  other  funding  coming  from 
sources  other  than  the  federal  government.  SBDCs  are  normally  associated  with 
educational  instimtions. 

Natural  Resources  Development 

Provides  funds  to  states  for  tree  planting.  ■■ 

7(j)  Management  Assistance  ' 

Provides  management  assistance  to  disadvantaged  firms,  primarily  those  participating  in 
the  8(a)  minority  enterprise  development  program. 

Office  of  Advocacy 

The  Office  of  Advocacy  is  charged  with  examining  the  effects  of  government  regulations 
on  small  business,  disseminating  information  about  federal  programs  and  services  to  small 
business,  and  representing  the  views  and  interests  of  small  business  before  other  federal 
agencies.   The  Office  of  Advocacy  also  conducts  research  on  issues  of  concern  to  small 
business. 

Government  Contracting  and  Minority  Enterprise  Development 

The  basic  objective  of  the  Office  of  Government  Contracting  is  to  assure  small  businesses 
a  fair  share  of  federal  government  procurement  by,  among  other  things,  negotiating  goals 
with  federal  agencies  for  procurement  from   small,  small  disadvantaged,  and  women- 
owned  businesses.  The  Office  of  Minority  Enterprise  Development  coordinates  assistance 
to  businesses  owned  by  socially  and  economically  disadvantaged  individuals.    Its 
responsibilities  include  administering  the  8(a)  program,  which  provides  contracting 
opportunities  for  firms  in  the  program. 
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SBA's  Role  in  Small  Business  Lending 


Because  of  the  lack  of  precise  data  on  where  small  businesses  obtain  credit,  it  is  difficult  to 
estimate  with  a  high  degree  of  confidence  the  proportion  of  small  business  lending  for  which 
SB  A  contributes.   Nevertheless,  it  can  be  instructive  to  consider  a  few  different  types  of 
comparisons  in  order  to  get  some  perspective  on  the  relative  size  of  SBA  guaranteed  lending. 
Below  arc  the  results  of  several  comparisons.  Explanations  and  details  follow  on  the  next  page. 


SBA  7(a)  loans  account  for  approximately  8%  of  the  estimatoj  dollar  volume  of  loans  that 
commercial  banks  originated  in  1 994  (for  loans  maturing  in  one  or  more  years  and  for 
amounts  under  SI  million).   Of  the  total  number  of  loans  of  this  type  that  banks  originated, 
SBA  loans  account  for  about  3%. 

SBA  7(a)  loans  make  up  an  estimated  19%  of  the  loans  in  bank  portfolios  when  compared 
with  outstanding  C&I  loans  of  SI  million  or  less.   However,  SBA  loans  account  for  only 
about  3%  of  the  total  number  of  loans  of  this  type  in  bank  portfolios.   This  difference  is 
probably  due  in  pan  to  the  longer  term  amortization  of  SBA  loans  and  larger  average 
outstanding  balances  per  loan. 

Although  local  commercial  banks  are  the  primary  source  of  credit  for  small  businesses, 
finance  companies  also  play  a  large  role  now.    SBA's  loan  portfolio  may  be  only  about  12% 
of  the  combined  portfolios  of  banks  and  finance  companies  for  small  loans. 


Not  all  small  businesses  turn  to  financial  instimiions  for  credit.   The  proportion  of  firms 
currently  using  SBA  7(a)  compared  to  the  total  number  of  U.S.  firms  with  paid  employees 
is  about  1.9%.   This  compares  favorably  with  the  findings  of  a    1994  survey  conducted  by 
Arthur  Andersen  and  the  National  Small  Business  United  which  showed  only  1.6%  of  small 
business  owners  having  used  SBA  in  the  preceding  12  months. 
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Supporting  Data  and  Notes  on  Analysis  of  SBA  Role 


SBA  7(a)  loan  originations 
for  FY  94 

Estimated  1994  bank  C&I 
loan  originations 
(  <  $1  million)              | 

#  of  loans 

34,610 

U60,000                  1 

S  amount  of  loans 

$7.8  billion 

$99  billion 

Notes:    The  SBA  loan  amount  represent  (he  gross  value  oC  the  loans  (SBA  and  bank  portion)  outstanding  as  of 
September  30.  1994.    /  The  data  on   Commeicial  &  Industrial  (C&I)  lending  by  banks  is  calculated  from  data  on 
loans  of  at  least  one  year  matuiity,  under  SI  million  in  original  loan  amount,  and  from  banks  of  all  sizes.   The  data 
is  extrapolated  from  a  single  week  of  loan  activity  and  may  not  reflect  (be  Uue  volume  of  loans  during  (he  year. 

Sources:  SBA  da(a  is  &om  an  unpublished  SBA  report  da(ed  December  6,  1994,  on  loan  approvals.  /  Bank  data 
are  estimates  based  on  dau  in  (he  Federal  Reserve  Board's  "Survey  of  Terms  of  Bank  Lending  (o  Business'  for  the 
period  August  1-5.  1994. 


SBA  7(a) 
portfolio 

Bank  C&I  loan  portfolio 
(loans<  $1  million) 

Estimated  sum  of  loans 

(<$1  million)    by 

banks  and  finance 

companies 

#  of  loans 

110,422 

4,270,000 

n/a                  1 

$  amount  of 
loans 

$27.2  biUion 

$142.3  bilUon 

$230  billion           || 

Notes:    SBA  data  represents  gross  outstanding  loan  values  (SBA  and  bank  portions)  for  guaranteed  loans  only.  It 
includes  loans  originated  by  both  bank  and  non-bank  lenders.  Non-bank  lenders  accounted  for  approximately  1S% 
of  FY  94's  loan  approvals.   /   Bank  data  represents  domestic  C&I  loans  outstanding  to  U.S.  addtexses  by  banks  of 
all  sizes.   Tbe  SI  million  limit  is  used  to  most  closely  approximate  the  category  of  loans  for  which  7(a)  is 
comparable.   Not  all  loans  under  SI  million  are  necessarily  to  'small"  businesses,  although  this  loan  size  is  a 
reasonable  approximation.   /   Data  for  fmance  companies  excludes  (he  portion  attributed  to  car  dealer  inventory 
financing.   The  data  was  no[  available  by  loan  size  so  wc  arbitrarily  assumed  that  for  finance  companies  the 
proportion  of  loans  up  to  SI  million  was  tbe  same  as  it  was  for  banks  (about  one-third  of  the  total). 


Sources:    SBA  dau  is  from  unpublished  SBA  repons  as  of  the  end  of  fiscal  year  1994.    Bank  data  is  (torn  FDIC 
Call  report  for  June  1994.   Data  on  fmance  companies  are  estimates  based  on  data  from  the  Federal  Reserve's 
report  on  'Credit  Availability  for  Small  Businesses  and  Small  Farms".  December  31.  1993. 
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Supporting  Data  and  Notes  on  Analysis  of  SBA  Role  (Conunued) 


1                                       SBA  7(a) 
portfolio 

U.S  firms  with  paid 
employees 

U.S.,  all  firms         1 

#  of  firms 

110,422 

5.7  million 

14.6  million            | 

SBA  percentage 

1.9% 

0.8%                 1 

Notes;  No  data  was  available  on  the  aamber  of  unique  firms  receiving  SBA  7(a)  loans  so  we  uxd  the  number  of 
loans  as  a  proxy.  Some  firms  may  have  more  than  one  loan.  SBA  eidmaced  that  roughly  10-15%  ovcieouniing 
would  result  /  Business  population  data  in  the  table  consists  of  two  types.  One  is  firms  with  employees  that 
operate  full  time.  The  other  repieacnls  the  sum  of  the  first  plus  self-employed  individuals  who  earn  their  living 
from  fiill-iime  business  pursuits  but  employee  no  one.  It  is  reported  that  the  business  data  also  may  have  a  10% 
overcounting  because  of  reporting  by  some  companies  in  multiple  states. 


Sources:  Data  on  the  U.S.  popuUlioa  of  businesses  is  from  the  SBA's  Handbook  of  Small  Business  Data.  1994 
Edition.  The  dau  is  as  of  1991. 
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Key  Distinctions  of  the  SBA  7(a)  Guaranty  Program 


SBA  7(a)  loans  are  more  likely  to  go  to  new  or  start-up  businesses  than  are  commercial 
.bank  loans.  For  SBA  loans  approved  in  FY  1994,  24%  went  to  new  businesses. 


SBA  loans  tend  to  have  longer  terms  than  commercial  bank  loans. 

-  The  average  (original)  maturity  of  SBA  loans  approved  in  FY  1994  was  almost  1 1 
years. 

-  Almost  94%   of  SBA  loans  in  FY  94  had  maturities  of  4  years  or  more. 

-  Only  about  16%  of  bank  C&I  loans  have  maturities  over  1  year. 

Of  those  C&I  loans  one  year  and  over,  the  average  maturity  is  45  months. 


SBA  loans  have  gone  to  the  smallest  of  businesses. 

-  The  average  size  of  a  business  approved  for  an  SBA  loan  in  FY  94  was  16  employees. 

-  Half  the  businesses  had  fewer  than  7  employees. 

-  Only  about  1  in  400  loans  were  for  businesses  with  250  employees  or  more 


SBA  loans  are  the  primary  means  by  which  banks  access  the  secondary  market  in  small 
business  loans. 
-     About  $2.1  billion  in  SBA  7(a)  loans  were  sold  on  the  secondary  market  in  1994. 

For  many  small  banks  selling  loans  on  the  secondary  market  is  a  key  part  of  their 

strategy  for  preserving  scarce  capital  and  making  more  loans. 
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Profile  of  SBA  7(a)  Loan  Approvals  for  FY  94 

Percentage  of  loans  and  loan  volume  meeting  various  characteristics 


I^ercentages  calculated  based  on 

the  followinq  unless  noted: 

#  of  loans 

$  amt  of  loans 

Total  Approvals 

34.610 

$7.8  billion 

New  Businesses 

24% 

18% 

Loan  Size 

Average 

$226,521 

Median 

$135,280 

Size  of  Buslrwss 

(no.  of  employees) 

1-3 

32% 

19% 

4-7 

25% 

20% 

B-19 

24% 

2B% 

20-49 

14% 

23% 

50-99 

4% 

8% 

100-249 

1% 

3% 

250-500 

0% 

0% 

501  or  more 

0% 

0% 

Average 

16 

Median 

5 

Years  to  Maturity 

1-3 

6% 

5% 

4-5 

16% 

8% 

6-7 

26% 

16% 

S-10 

18% 

17% 

Over  10 

34% 

39% 

Average 

10.9 

Median 

7.4 

Race/ethnlcity 

Black 

4% 

2% 

Asian 

7% 

10% 

Hispanic 

7% 

5% 

Women 

20% 

14% 

Key  Industries 

Services 

32% 

32% 

Retail  Trade 

30% 

26% 

Manufacturing 

14% 

17% 

Wholesale  Trade 

9% 

11% 

Notas:  Oata  Is  bassd  on  asGlanJrtg  loans  as  o(  Saplsntef  30. 19dt. 
Dolar  vaJues  b  ff«  tabid  represent  gross  ksan  arrvxjms. 
Soures:  Ur^wbfched  S8A  rapara  on  loan  profiia. 
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Profile  of  SBA  504  Development  Company  Loan  Approvals  for  FY  94 

Percentage  of  loans  and  loan  volume  meeting  various  characteristics 


1 

Percentages  calculated  based  on 

1 

the  followjno  unless  noted: 

#  of  loans 

$  amt  of  loans  1 

rrotal  Approvals 

3.749 

$3.4  bniion 

New  Businesses 

16% 

19% 

Loan  Size 

Average 

$903,118 

Median 

$708,890 

Size  of  Business 

(no.  of  employees) 

1-3 

8% 

6% 

4-7 

12% 

6% 

8-19 

32% 

25% 

20-49 

30% 

35% 

50-99 

12% 

18% 

100-249 

5% 

8% 

250-500 

1% 

1% 

I501  or  more 

0% 

0% 

1  Average 

16 

■  Median 

6 

Years  to  Maturity 

Under  8 

0% 

0% 

a-10 

6% 

5% 

11-15 

0% 

0% 

16-20 

93% 

94% 

Over  20 

0% 

0% 

Average 

^03 

Median 

7.4 

Race/ettinlclty 

Black 

1% 

2% 

Asian 

5% 

8% 

Hispanic 

4% 

4% 

WonMn 

12% 

10% 

iKey  Industries 

fiSennces 

30% 

30% 

1  Retail  Trade 

22% 

22% 

1  Manufacturing 

24% 

25% 

1  Wholesale  Trade 

12% 

13% 

Nolas:  Data  Is  based  on  outsbndng  loans  as  ol  Septerter  30. 1994.  [>cllar  vaiues 

k) ««  ttHe  rapiVMK  grou  loan  amowTlB.  TTwSBAstwaafmalloanslsSU  tHlllaa 
Sourca:  UnpitOshod SSA reporrs ontoan profiles. 
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Loss  Rates  on  7(a)  Guaranteed  Loans 


Fiscal  Year 

Loss  Rate  for  7fa)  Loans 

Apprpved  ,i,Q  Fisfai  Y?ar 
(per  cent) 

] 

lU)  Losses  Usinp 

Commercial  Loss  Method 

(per  cent) 

1975 

9.60 

1976 

9.30 

1977 

9.60 

1978 

11.44 

1979 

14,45 

1980 

19.11 

1981 

19.25 

1982 

13.61 

1983 

11.61 

1984 

12.70 

1985 

10.19 

3J2 

1986 

8i5 

3.87 

1987 

7.32 

4.05 

1988 

6.93 

3.98 

1989 

5.72 

3.35 

1990 

386 

2.81 

1991 

1.47 

2.17 

1992 

0.43 

2.04   1 

1993 

0.05 

1.62   1 

1994 

0.00 

127    1 

Source;  SBA  Office  of  the  Comptroller 


Two  methodologies  for  computing  loss  rates  are  shown  here.   The  first,  presenting  losses  by  year 
of  loan  approval,  applies   the  methodology  in  use  since  credit  reform  to  pre-credit  reform  loans. 
This  method  provides  a  base  to  compare  actual  losses  to  those  projected  under  credit  reform. 
Because  losses  generally  occur  5  to  7  years  after  loan  approval,  this  methodology  significantly 
understates  losses  for  the  most  recent  years. 
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BUSINESS  WEEK  HARRIS  POLL 


ARE  AMERICANS  REALLY  THAT  ANGRY? 


b; 


iefore  Gingrich  &  Co.  start  slicing  away  at  the  feder- 
al government,  they  should  study  a  new  business 
WEEK/Harris  Poll  gauging  the  public's  views  on  the 
subject.  Americans  aren't  satisfied 
with  the  way  the  federal  bureaucracy 
works,  but  55%  believe  that  it's  ^^^n'i'i- 

more  efficient  than  not.  And  only  ^m^^^^^^ 

44%  are  m  favor  of  major  restructuring — 49%  believe 
that  the  problems  could  be  overcome  with  Clinton-style 
fine-tuning. 

HOW  WELL  IS  GOVERNMENT  WORKING? 

Regardless  of  whether  you  like  specific  programs  or  not,  how 
efficient  do  you  think  federal  agencies  and  departments  are'? 

Very  efficient 7%    Not  efficient  at  all. . . .  13% 

Somewhat  efficient 48%    Not  sure 3% 

Not  very  efficient 29% 

RATING  OUR  LEADERS... 

How  would  you  rate  each  of  the  following  on  his  ability  to 

downsize  and  make  government  more  efBcient? 

oort 
EXCEUiNT  nurc   onlt    pood    now/ 

.     ..  ^    ,        J  SOOD      FUR  WTSUItt 

Senate  Majority  Leader 

Bob  Dole 7% . .  35%. .  38%. .  15%. .  5% 

House  Speaker  Newt  Gingrich  . .  9% . .  28%. .  34%. .  17%.  12% 

President  Bill  Clinton 7% . .  29%. .  37%. .  27%. .  0% 

Vice-President  Al  Gore  5% . .  29% . .  40% . .  22% . .  4% 

Independent  Ross  Perot 9% . .  24%. .  30%. .  33%. .  4% 

. . .  AMD  THE  GOVERNMENT  ITSELf 

Which  statement  best  reflects  your  feelings? 
The  federal  government  is  inefficient  and  needs  to  undergo 
the  same  kind  of  dramatic  restructuring  and  downsizing 
that  is  taking  place  in  the  private  sector 44% 

OR 
The  federal  government  has  some  problems  but  mainly 
needs  fine-tuning  to  make  it  more  flexible,  accountable, 
and  user-friendly 49% 

OR 

The  federal  government  basically  performs  well 6% 

Not  sure  1% 

MORE  RESPONSIBILnr  FOR  THE  STATES 

Many  politicians  call  for  shifting  federal  programs  to  the 
states,  which  they  say  will  give  governors  more  leeway  to  com- 
ply ■with  federal  mandates  on  such  issues  as  enviroiunental 
protection  and  welfare.  Which  of  the  following  statements  best 
reflects  your  opinion  of  this  approach? 
Shifting  programs  to  the  states  should  be  encouraged  because 
it  limits  federal  spending  and  promotes  flexibility 20% 

OR 
Shifting  federal  programs  to  the  states  should  be  discour-  ^ 
aged  because  it  imposes  more  burdens  without  providing 
additional  funding  for  compliance 14% 

OR 
Shifting  federal  programs  to  the  states  should  be  encour- 
aged on  a  limited  basis  and  only  if  additional  funds  are  also 

provided 63% 

Not  sure 3% 


Voters,  however,  don't  have  a  great  deal  of  confidence  in 
the  downsizing  skills  of  President  Clinton — or  in  the  abilities 
of  other  top  politicians  for  that  matter.  Their  favored  solu- 
tion: 53%  of  those  polled  support  trans- 
ferring a  number  of  federal  duties  to  the 
-J  .  ^^^_  states — if  the  money  can  be  found  to 
^mLiH^^^I  pay  for  them.  They're  not  too  keen  on 
dismantling  federal  agencies,  though.  One  exception,  the 
National  Endowment  for  the  Arts — 43%  of  those  surveyed 
would  kill  the  agency. 

JUST  WHAT  SHOULD  STATES  DO? 

Here  are  some  specific  federal  fimctions  that  politicians  are 
thinking  about  overhauling.  For  each,  would  you  favor  or  op- 
pose shifting  more  control  and  management  of  these  programs 
to  the  states? 

FAVW      OFPOSE       NOT 
SURE 

Crime  prevention 78%  . .  20%. . .  2% 

Low-income  housing  assistance 73%  . .  24%. . .  3% 

Highway  construction  and  maintenance ...  71%  . .  27%. . .  2% 

Medical  care  for  the  poor 67%  . .  31%. . .  2% 

Welfare 65%  . .  32%. . .  3% 

Environmental  protection  63%  . .  34%. . .  3% 

Farm  subsidies 58%  . .  36%. . .  6% 

SHOULDERING  THE  BURDEN 

If  control  and  management  of  each  of  the  programs  just  men- 
tioned is  shifted  to  the  states,  would  you  fkror  or  oppose: 

FtVOR     OPfOSE       NOT 
SURE 

Larger  and  stronger  state  enforcement 

agencies 75%  . .  23%  . .  2% 

Cuts  in  other  state  and  local  government 

programs 56%  . .  38%  . .  6% 

Cuts  in  services  transferred  from  the 

federal  government  to  the  states 53%  . .  41%  . .  6% 

Increases  in  state  and  local  taxes  to 

pay  for  the  programs 40%  . .  58%  . .  2% 

Less  strict  health,  safety,  and  environ- 
mental regulations 38%  . .  61%  . .  1% 

WHAT  PROGRAMS  SHOULD  GO? 

Supporters  of  smaller  government  are  proposing  to  eliminate 
some  federal  agencies  and  programs.  Do  you  &vor  or  oppose 
eliminating: 

nvOR        OPPOSE       KOT 
SURE 

National  Endowment  for  the  Arts 43%  . . .  52%  ...  5% 

Housing  &  Urban  Development  Dept.. . .  38%  . . .  59%  ...  3% 

Corporation  for  Public  Broadcasting 35%  ...62%...  3% 

Energy  Dept 32%  . . .  64% ...  4% 

Commerce  Dept 31%  . . .  62%  ...  7% 

Transportation  Dept 29%  . . .  67%  ...  4% 

Small  Business  Administration 26%  ...  71% ...  3% 

Veterans  Affairs  Dept 22%  . . .  75%  ...  3% 

EDITED  BY  MICHELE  GALEN 

Survey  of  1,249  adults  conducted  Jan.  4-8.  1995.  for  business 
WEEK  by  Louis  Harris  &  Associates  Inc.  Results  should  be  accu- 
rate to  within  2.8  percentage  points. 
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This  method  shows  that  losses  increased  sharply  during  the  early  1980s  and  declined  since  then. 
SBA  officials  attribute  the  decline  to  the  introduction  of  stricter  underwriting  standards.  Losses 
in  the  early  1980s  also  reflect  the  effects  of  the  1982  recession. 

The  commercial  loss  rate  uses  the  methodology  employed  by  the  private  sector.   Under  this 
methodology,  the  year's  losses  are  divided  by  the  average  outstanding  loan  portfoUo  for  that  year. 
(It  captures  losses  in  the  year  they  occur,  regardless  of  when  the  loan  was  approved.)   The  loss 
rate  will  tend  to  decline  as  the  loan  portfolio  (denominator)  increases  and  will  tend  to  increase  as 
the  loan  portfolio  decreases. 

Using  this  methodology,  the  loss  rate  shows  a  decline  in  recent  years.  This  decline  reflects  both 
an  increase  in  the  loan  portfolio  (denominator)  and  a  decrease  in  losses  (numerator).  Losses  (net 
charge  offs)  decreased  from  $317.5  million  in  FY  1985  and  a  high  S359.I  million  in  FY  1987  to 
S201.6  miUion  m  FY  1994. 
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ENTERPRISE 


Lending  Woes 
Stunt  Growth 
Of  Small  Firms 


The  Fed  keeps  Ughtening  credit  to  cool 
a  heated-up  economy.  But  a  lot  of  small 
businesses  are  asking;  When  was  credit 
ever  loose? 

These  companies  have  benefited  from 
the  economic  expansion,  now  in  its  third 
year.  For  many,  revenue  and  proHt  are 
up.  and  they  need  capital  to  finance  their 
gro\iih. 

Bui  they  aren  I  getting  it  from  banlu  or 
other  traditional  lenders,  small-business 
owners  say.  Pad  of  the  reason  may  simply 
be  fear  of  another  sa^lngsand-loan  deba- 
cle. At  the  same  time,  regulators  continue 
to  keep  a  tight  rein  on  lending  practices, 
bankers  say. 

There  s  supposedly  billions  of  dollars 
in  capital  out  there,  but  not  much  is  going 
the  way  of  small  businesses  that  have  sales 
of  less  than  S2  million  and  need  a  5500,000 
loan."  sa>"s  Mites  Spencer,  a  pnncipal  with 
Cove  Associates,  a  Norwalk.Conn..  invest- 
ment bank  thai  specializes  in  small-busi- 
ness financing. 

It  certainly  isn't  going  to  Hydraldnedc 
Designs  Inc.  in  Coral  Gables.  Fla,  Hydroki- 
netic  has  had  two  bank-loan  applications 
rejected  dunng  the  past  rwo  years,  even 
though  the  maker  of  twin-noizle  shower 
heads  expects  sales  to  more  than  double  to 
SI  million  in  1994,  says  Davnd  Black, 
founder  and  president. 

The  banks  refused  to  lend  against  Hy- 
drokineuc  s  S450.0OO  of  inventory  and  re- 
ceivables, says  Mr.  Black.  Instead  they 
wanted  the  debt  secured  by  such  fixed 
assets  as  plant  or  equipment  -  collateral 
Mr.  Black  saj-s  his  company  tacks  because 
It  farms  out  production  to  a  contract 
manufacturer. 


"Ifs  slill  very  challenging  getting  a 
loan  as  a  small,  growing  business."  Mr. 
,  Black  sa>'S.  notmg  that  his  failure  to  raise 
finanang  is  limiting  his  company's 
growth.  Recently,  Hydrokinetic  had  to 
turn  down  a  large  retail  chains  offer  to 
test  market  its  product  because  the  com- 
pany couldn't  afford  to  stock  a  potential 
order  of  10.000  units. 

Small  firms  lacking  fixed  assets  aren't 
the  only  ones  struggling  lo  secure  bank 
financing  in  spite  of  an  improving  econ- 
omy, financial  experts  say.  Young  compa- 
nies with  little  operating  hlstor>'  are  still 
getting  snubbed,  they  say  So  are  older 
companies  thai  have  suffered  setbacks. 

Many  firms  being  turned  away  today 
might  have  been  approved  for  a  loan 
during  the  economic  expansion  of  the 
19S0S.  says  Charles  Freeman,  chief  ex- 
ecutive officer  of  Commercial  Capital 
Corp..  a  .New  York  fmancial-semces  com- 
pany that  specializes  in  U.S.  Small  Busi- 
ness Ad  ministration- backed  commercial 
loans  to  small  businesses. 

Banks  are  looking  to  expand  credit. 
but  they  are  mostly  expandmg  existing 
credit  lines,  not  opening  new  ones."  Mr. 
Freeman  says. 

To  be  sure,  some  banks  are  aggres- 
sively pursuing  the  most  credit-worthy 
smalt  businesses  as  loan  demand  among 
larger  companies  has  declined-  iBig  com- 
panies are  finding  easier  access  these  days 
to  equity  capital  and  institutional-de'bi 
markets.)  "Competition  is  fierce'  for  the 
financially  strongest  borrowers,  says  E)on- 
aid  Clarke,  president  of  Asset  Based  Lend- 

Pleast  Tun  io  Page  BS.  Column  5 


Bank-Loan  Problems 
Hinder  Expansion 
Of  Small  Businesses 


Continued  From  Page  BI 
ing  Consultants  Inc..  a  Hallandale.  Fla.. 
collateral-management  ser\'ices  firm. 

But  for  many  small  businesses,  that 
heightened  competition  hasn't  necessanly 
translated  mto  looser  lending  terms.  Only 
SIX  of  57  banks  said  ihey  had  eased  aedit 
standards  for  small-business  borrowers. 
according  to  the  most  recent  Federal  Re- 
serve survey  of  senior  loan  officers,  which 
was  conducted  in  August.  A  year  earlier. 
seven  of  60  banks  m  the  survey  said  they 
had  eased  credit  terms- 

The  Fed's  survey  also  found  that  a 
special  Washington  initiative  to  improve 
credit  availability  among  small  firms  has 
produced  few  additional  loans.  Less  than 
KT'  of  the  banks  increased  lending  to 
smaller  business  as  a  result  of  the  pro- 
gram, according  to  the  survey. 

That  showing  doesn  i  surpnse  Alfred 
Heyer,  founder  and  president  of  Eeco 
Products  Inc.  tn  Freehold.  NJ.  Eeco.  a 
maker  of  environmentally  safe  household 
cleaning  and  industrial  products,  has  been 
turned  do*7i  for  baik  loans  nnce  this  year. 
Mr,  Heyer  says. 

He  says  the  banks  told  him  they  weren't 
funding  start-ups.  even  though  Eeco  is 
nearly  three  years  old  and  expects  revenue 
in  Its  fiscal  year  ended  June  30.  199S.  to 
jump  to  S3  million  from  S300,000  in  fiscal 
1994.  The  company  also  predicts  it  win  turn 
Its  first  profit  by  next  summer,  "We  have 
good  products  and  a  good  future."  Mr. 
Heyer  saj-s.  "But  we're  not  bankable  ac- 
cording to  the  banks'  sundards." 

Some  businesses  on  the  rebound  con- 


tinue to  be  rebuffed.  Consider  the  Hunter 
Group  Inc..  a  Baltimore  consulting  firm 
specializing  m  financial  accounting  and 
human-resources  mfcrmation  systems.  It 
moved  into  the  black  15  months  ago.  but  its 
loan  application  was  rejected  this  year 
because  Che  bank  wanted  24  months  of 
"positive  operaung  results."  saj-s  Mar^' 
Weaver,  senior  \'ice  president  and  chief 
financial  officer. 

Hunter  expects  revenue  to  nearly  dou- 
ble this  year  to  more  than  SIl  million.  It 
expects  lis  profit  to  grow  as  fast.  But  the 
13  year -old  company  s  robust  growth  rep- 
resents a  recovery  from  a  slump  that 
began  in  1991  when  Its  existing  lender 
terminated  its  credit  line.  Ms.  Weaver 
says. 

For  now.  Hunter  will  return  to  factoni 
Its  receivables  -  that  is.  selling  them  to 
financiers  at  a  discount-  if  it  needs  outside 
financing.  While  factonng  usually  costs 
considerably  more  than  borrowing.  Ms. 
Weaver  says  she  has  no  choice.  "Banks  are 
there  for  you  in  good  times  but  never  m 
bad. '  she  says. 

Like  the  lending  initiative  noted  in  the 
Fed's  latest  survey  of  senior  lending  offi- 
cers, other  special  efforts  to  extend  credit 
lo  small  companies  such  as  Hunter  are  also 
sulhng.  The  SBA  initiated  on  Aug.  30  a 
new  program  that  guarantees  TS^t  of  a 
s.mall  firm  s  revolving  credit  lines,  up  to 
STSO.OOO.  The  agency  predicted  its  Green- 
Lne  program  would  generate  SI  billion  in 
small -business  loans  in  Its  first  year,  yet 
only  five  loans  totaling  SI. 5  million  have 
been  made  so  far. 

Sloan  Coleman,  an  SBA  loan  policy 
regulation  specialist,  concedes  that  even 
'ATth  an  SBA  guarantee,  bankers  remain 
skittish  about  making  such  loans,  which 
are  secured  with  receivables  and  ii 
rather  than  buildings  and  equipment. 
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Securing  a  Loan 
Through  the  SBA 


By  J.  Tol  Broome  Jr. 

One  of  Ihc  most  fnistrat- 
ing  napcctj  of  running 
nny  small  business, 
including  a  body  shop, 
is  obtaining  adequate 
Tiinding  to  meet  day-to- 
day working  capital 
needs.  As  companies 
attempt  to  rebound 
Trom  the  recession  tlint  ushered 
in  the  1990s,  the  search  Tor  capi- 
tal has  become  never  ending  for 
many  small-business  owners. 

Dut  help  is  available  if  you 
know  where  to  look.  This  article 
will  address  one  of  those  particu- 
Inr  -whores'  —  the  "-nnll 
Business  Administration  (SUA). 
In  recent  years,  the  jBA's  minr- 
antecd  loan  program  has  become 
an  attractive  putenlial  solution 


for  small-business  owners  facing 
capital  restrictions.  However, 
many  small-business  owners 
have  little  knowledge  of  the  pro- 
gram's advantages;  other  smoll- 
business  owners  believe  the  SBA 
program  to  bo  too  complicated,  a 
charge  thnt  is  not  true. 

What  follows  is  an  explanation 
of  the  SUA  loan  program  and 
how  it  works.  And  while  an  S3A 
guaranteed  loan  may  not  be  for 
every  small-business  owner,  it 
just  might  be  a  solution  to  the 
capital  shortfalls  faced  by  body 
shops  in  today's  volatile  economic 
environment, 

SBA  Advantages 

Since  its  inception  in  1953,  the 
SDA  has  guaranteed  more  than 


450,000  loans  totaling  in  excess 
of  $55  billion.  In  fiscal  1992 
alone,  the  SBA  guaranteed  more 
than  2G,000  small-business  loans 
thut  resulted  in  nearly  $5.5  bil- 
lion being  injected  into  U.S. 
small  bu.sinessc.t. 

With  tlio  guaranty  program,  a 
bank  actually  extends  the  loan  to 
the  smiill  business,  with  tiic  SBA 
providing  a  guarantee  of  repoy- 
ment  for  a  certain  percentage  of 
the  loan  amount  (usually  75-90 
percent).  Because  the  SBA 
assumes  most  uf  tlic  credit  risk, 
commerciol  banks  gcncmlly  are 
more  willing  to  consider  riskier 
deals  tliat  normally  might  not  he 
considered  "bankable."  l^'or 
instance,  approximately  Hi  (ler- 
ccnt  of  all  SDA  loans  extended 


arc  to  start-up  entities,  which 
gencrotly  arc  considered  "hands 
ofT  for  conventional  commercial 
banks. 

The  SBA  program  offers  three 
key  advantages  to  small  busi- 
nesses such  as  body  shops: 
—  One,  the  terms  of  repayment 
generally  arc  more  favorable 
than  tliose  offered  with  conven- 
tional commercial  financing.  For 
real-estate  loans,  the  term  can 
go  up  to  25  years,  which  might 
be  just  the  ticket  for  n  business 
owner  needing  extra  space  but 
who  is  unable  to  meet  the  poy- 
menL^  on  n  15-yenr  rcpoyment 
term  that  a  conventional  com- 
mercial loon  would  require. 

For  equipment  loans,  llic  term 
may  be  as  long  as  10  years, 
depending  on  the  useful  life  of 
the  asset  being  purchased.  For 
working  capital  loans  (including 
those  provided  to  finance  inven- 
tory purchases),  the  borrower 
may  take  as  long  as  seven  years 
to  repay.  These  terms  compare 
favorably  with  the  typical  maxi- 
mum terms  for  conventional 
business  loans  (seven  years  for 
equipment  and  four  years  for 
working  capital). 
—  Two;  the  program  is  very 
inclusive.  While  there  are  some 
restrictions  in  terms  of  how  a 
'smoll  business'  is  defined,  the 
SBA  estimates  thnt  98  percent  of 
all  businesses  in  the  United 
SL-itcs  qualify  for  SBA  financing. 
And  there  is  no  minimum  loan 
amount,  although  many  banks 
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set  inLcriinl  miniiiiunis  for  SUA 
lonna  ot  S2G.O00-50.UOO.  TIic  usiinl 
mo.ximum  (juaranly  amounl.  is 
S75O.0OO:  wilh  a  guaranty  percent- 
age of  75  percent,  that  means  llie 
loan  amount  could  be  as  much  as 
SI  million. 

—  Three,  there  is  a  relatively  low 
cost  of  financing,  llie  SUA  charges 
a  two-percent  guaranty  fee  for 
term  loans  (for  oxnniplc.  a  fee  of 
S900  on  a  $50,000,  30-pcrcent 
guaranteed  loan),  and  the  max- 
imum rates  that  can  be  charged  arc 
prime.  As  tliis  article  is  written,  the 
current  prime  rate  ot  most  banks 
is  fi  percent,  plus  2.25  percent  for 
loans  of  less  than  seven  years  and 
prime  plus  2.75  percent  for  loans  of 
seven  years  or  more.  Many  banks 
will    even   do    fixed-rote   SfJA- 


For  More  Information 

The  U.S.  .Small  Dusincs:, 
Administration  (S3A)  of- 
fers nine  separate  finance,  in- 
vestment and  procurement  pro- 
grants  for  small  businesses,  in- 
cluding General  Loan.  Micro- 
loan.  Disaster  Loans.  Surety 
Uond  Guarantee  Programs  and 
more. 

In  addition,  the  SBA"s 
business-development  pro- 
grams —  the  Service  Corps  of 
Itetired  ICxecutives  (500111%), 
International  Trade.  Veterans 
Affairs.  Women's  Business 
Ownership,  etc.  —  provide 
marketing  and  trade  Informn- 
Lion  for  small-business  develop- 
ment and  growtli.  For  more  in- 
formation, consult  the  "U.S. 
Government"  section  in  your 
telephone  directory  or  call  the 
SHA's  Small  Ousincs-s  Answer 
Desk  at  800/8-ASK-SI3A:  fax: 
202/205-706-1. 


giiarontecil  loans. 

While  the  fees  iind  rnl^s  chnrgcd 
are  somewhat  higher  tlian  those 
charged  for  conventional  commer- 
cial loans.  Lhcy  arc  mucli  lower 
than  those  charged  by  asset-based 
lenders  and  venture-capital  con- 
cerns. 

Qualilicalion  Requirements 

A  few  basic  rcquircmcuLs  for  the 
program  arc  worthy  of  mention. 
For  existing  firms,  the  SUA 
generally  looks  for  a  debt/worth 
ratio  (total  liabilities/total  assets) 
of  not  more  than  3:1  subsequent  to 
the  loan  being  made.  In  addition  to 
the  capital  requirements,  the  SUA 
looks  very  closely  at  cash  flow 
(both  historical  and  projected)  and 
the  background  and  competence  of 
shop  management. 

Despite  the  pro-active  stance  the 
SUA  has  taken  toward  small  busi- 
ness, however,  many  shop  owners 
arc  either  uninfonned  about  the 
SUA  or  afraid  of  the  program.  13ut 
the  red  tape  involved  in  obtaining 
an  SUA  loan  is  not  nearly  as  ex- 
cessive as  you  might  think,  and  tlic 
program  actually  is  pretty  user 
friendly.  Tlie  smnll-busincss  owner 
works  with  his  or  her  banker  in  fill- 
ing out  the  paperwork  to  apply  for 
the  loan. 

For  shop  owners  unsure  of  which 
bank  to  use  when  attempting  to 
procure  an  SDA  loan,  three  ways 
exist  to  find  out  which  community 
lenders  speak  tlie  "SUA  lending 
language."  First,  make  a  call  to 
your  current  bank  to  sec  if  the  len- 
ding department  has  any  SUA  len- 
ding experience. 

Second,  utilizing  a  network  of 
contacts  with  professionals  such  as 
accountants  and/or  attorneys  is 
well  advised,  as  these  individuals 
often  arc  attuned  to  the  local  len- 
ding environmcnL 


Fast  Facts 

—Since  its  inception  in  1953.  the 
SBA  has  g\j3ranteed  more  than 
•450,000  loans  totaling  in  excess 
of  $55,000. 

—Because  the  SBA  is  willing 
to  assume  most  of  thecrcditrisk 
(typically  75  to  90  percent), 
bonks  are  willing  to  consider  len- 
ding that  involves  more  risk 
than  with  non-SBA-backcd 
loans. 

—Approximately  25  percent 
of  all  SUA  loans  arc  granted  to 
start-up  business  entities. 

—  A  three-yeor  financial 
history  and  persona]  statements 
on  all  owners  should  be  prepared 
before  an  SBA  loan  is  applied 
for. 


Finally,  if  all  else  foils,  a  call  can 
be  made  di. iccly  to  your  regional 
SBA  office  —  tlie  number  usually 
can  be  obtained  by  calling  informa- 
tion for  your  state  capital  —  to  sec 
which  local  lenders  arc  SUA 
literate. 

Finding  the  right  banker  is  an 
important  step  for  a  couple  of 
reasons.  A  banker  with  no  experi- 
ence in  dealing  with  SUA- 
guaranteed  loans  can  often 
significantly  slow  down  the  proc- 
ess. A  lender  with  an  understan- 
ding of  the  inner-workings  of  the 
program  is  more  likely  to  hove  a 
feel  for  the  "hot  buttons"  that  lead 
to  co-approval  by  the  SUA. 

Loan  Prep 

Before  finding  a  bonk  to  hondlc  the 
actual  loan  request,  several 
documents  should  be  prepared  to 
expedite  the  process.  One  of  these 
is  the  narrative  "business  plan." 
While  it's  not  necessary  to  write  a 
(continued  on  page  031 


40    November  1993/Ba(lyShop  Business 


128 


(co'ttiuttcd  f-oni  page  401 
novel,  the  plan  should  include  infor- 
mation on  how  the  initial  business 
idea  came  Jibout.  why  expansion  \i 
necessary,  and  resumes  of  key 
managers. 

Also,  include  an  outline  of  how 
the  loan  wiJI  be  utilized.  The  busi- 
ness plan  may  require  only  four  to 
five  pages  to  summarize  these 
areas,  but  it's  quite  important  for 

demonstrate  to  the  banker  and  the 
SBA  that  the  potential  pitfalls 
have  been  thoroughly  considered. 
Additionally,  before  going  to  the 
bank,  gather  at  least  three  years  of 
historical  financial  statements  on 
the  company  and  personal 
statements  on  all  owners.  Then, 
prepare  future  profit  and-loss  pro- 
jections for  three  years  and  a 
listing  —  including  description  and 
values  —  of  the  collateral  to  be  of- 
fered for  the  loan. 

Once  all  this  information  is  in 
hand,  it's  time  to  apply  for  the  loan. 
As  mentioned  before,  the  banker 
helps  vnth  this  process.  The  SBA 
promises  a  turnaround  of  tlircc-to- 
10  business  days  for  a  verbal 
answer  once  they  receive  all  the 
proper  documentntion.  If  approv- 
ed, the  lonn  usually  takes  a  couple 
of  weeks  more  to  close,  at  which 
point  the  business  owner  can  pro- 
ceed with  his  or  her  plans. 

Tlie  SBA  program  is  one  of  the 
best  kept  secrets  in  the  intricate 
world  of  financing.  However,  for 
many  shop  owners,  the  program 
might  pro\'ide  the  push  needed  to 
clear  that  all-important  hurdle  of 
raising  funds  for  the  business.    ■ 


Based  in  Greensboro.  North 
Carolina.  J.  Tot  Broome  Jr.  has 
been  invoivcd  in  commerical  len- 
ding for  the  past  decade.  In  (he 
past  few  years,  he  has  extended 
more  than  20  SBA-guaranieed 
loans  and  hundreds  of  small- 
business  loans. 
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THE  LOWDOWN 
ON  SBA  LOANS 


Securing  a  loan  from  the  Small  Business  Administration  can  make 
a  world  of  difference  for  a  struggling  entrepreneur 


Did  you  know  Ihal  for  40 
years,  the  Small  Busi- 
ness Administration 
(SBA)  has  fostered  eco- 
nomic k'rowth  for  Ihe 
small  business  community,  creal- 
ing  jobs  and  providing  opportuni- 
ties for  many  potential  and  cur- 
rent business  owners? 

SRA-giiarante«^d  lending  is  one  gov- 
emmenlnl  program  that  is  a  success. 

Dunng  fiscal  year  1993,  the  SBA 
pumped  approximately  S6  billion  into 
SBA-guanmteed  lo.ins  nationwide. 

Tliis  year.  S7  billion  will  be  avail- 
able, and  future  dullar  levels  are  pro- 
jected 10  reach  S2 1  billion  by  1997. 

In  Raslern  Missouri.  412  small 
businesses  borrowed  >>y6  million  dur- 
ing fiscal  year  1993.  In  fiscal  year 
1994.  which  ended  September  30. 
The  SliA  assisted  more  than  SOO 
busitiesses. 

Many  small  business  owners 
have  questions  on  how  to  go  about 
getting  SBA  funds.  Here  are  some 


of 


HOW  MUCH  CAN  1 
BORROW? 

Tlie  Small  Business  Aciministra- 
in  can  guarantee  u[)  to  SlSO.OOO 
ade  by  a  private  lender. 
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Boatmen's  National  Bank  of  St.  Louis 

Mercantile  Bank,  St.  Louis 

Commerce  Bank  of  St.  Louis 

Central  Trust  Bank,  Jefferson  City 

ITT  Small  Business  Finance,  St.  Louis 

The  Money  Store,  Clayton 

First  Bank,  Creve  Coeur 

Exchange  National  Bank  of 

Jefferson  City 

Magna  Bank,  St.  Louis 

United  Missouri  Bank  of  St.  Louis 

Capital  Bank,  Columbia 

First  National  Bank  of  St.  Louis 

Sourcs:  Small  Bualnata  Admlnlctraflon 


exceed  2  3/4  percent  over  prime. 

WHAT  WILLTIIE  SUA  AND 
LENDER  LOOK  FOR  IN 
ASSESSING  MY  LOAN 
REQUEST? 

Management  ability  and  indus- 
try experience,  the  ability  to  repay 
Ihe  loan,  and  sufficient  eqtiily  and 
collateral. 

WHAT  FEES  ARE 
CHARGED? 

The  SBA  charges  a  guarantee  fee 
of  2  percent  of  the  amount  of  the 
loan  that  it  guarantees.  Tlie  SBA 
guarantees  75  percent  to  90  f)en:ent 
of  the  loan  not  to  exceed  S750.()O(). 

WHERE  DO  I  GO  TO 
GET  AN  SBA  LOAN? 

Uemember.  ihe  SMA  cmly  guar- 
antees your  loan.  So  go  to  your 
own  lender  of  account  or  their 
institution  in  your  area.  If  you  still 
need  to  sho[)  your  business  loan, 
try  those  banks  tlial  advertise 
small  business  involvement  or 
SBA-certified  and  preferred  status. 


WHAT  TERMS  CAN  I 
EXPECT? 

Normally,  between  three  and  25  years, 
depending  upon  the  use  of  proceeds. 

WHAT  CAN  I  USE 
THE  MONEY  FOR? 

Purchase,  construction  or  renovation  of 
commercial  real  estate  lo  be  used  by  the 
owner/users:  purchases  of  equipment; 
working  capital  and  inventory;  business 
buyouts  and  startups;  fmancing  for  fran- 
chise businesses;  anil  some  refinancing  of 
existing  debt. 


WHAT  IS  CONSIDERED  A 
SMALL  BUSINESS? 

A  small  business  is  defined  as  indepen- 
dently owned  and  operatetl.  not  dominant  in 
its  field,  and  meeting  employment  or  sales 
standards  of  the  Small  Business 
Administration.  Eligibility  varies  by  industry. 

WllAT  INTEREST  RATES  ARE 
CHARGED  ON  AN  SBA  LOAN? 

Interest  rates  are  negotiated  with  the 
lender  and  may  be  fixed  or  fluctuate  with 


HOW  LONG  DOES  THE 

LOAN  PROCESS  USUALLY 

TAKE? 

Normally.  SBA  turnaround  time 
is  approximately  two  weeks.  Your  lender 
will  also  need  some  time  lu  consider  your 
proposal. 

In  addition  to  its  loan  guamnlee  pro- 
gram. Ihe  Small  Business  Admiiristration 
offers  specialty  loan  and  advocacy  pro- 
grams, 'Hie  agency  also  publishes  a  broad 
range  of  management  and  technical  assis- 
tance publications. 

OTHER  SBA  PROGRAMS 

Another  optiiw  for  loan-seeking 
entrcpreneur>    is    the    504    Cerlined 
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DevclopnioiU  Coniijany  Loan  Hrograr.i, 
which  is  lii-'cl  10  job  creauon  and  is  adniinis- 
lercd  through  pubhc  and  private  partner- 
ships called  Certified  Develupnient 
Companies  (CDCs).  Tliese  loans  arc  avail- 
able only  for  the  acquisition  of  long-term 
fixed  assets.  Locally.  St.  Louis  City.  St. 
Louis  County.  Jefferson  County  and  St. 
Cliarlcs  County  development  agencies  are 
the  point  of  Trst  contact.  Check  the  blue 
iwges  of  the  telephone  directory. 

The  SHA's  Low  UocuineiUation  Loan 
Program  is  a  program  for  S13A-guaranleed 
loans  that  reduces  the  paperwork  for 
loans  in  amounts  of  SlOO.OOO  or  less.  It 
creates  a  financing  vehicle  wliicli  relies  on 
a  lender's  experience  and  judgement 
regarding  the  character  of  the  business 
owner,  l-'or  loans  under  this  program.  SBA 
will  rely  on  the  individual  applicant's  per- 
sonal and  business  credit  history  as  the 
principal  indication  of  ability  and  willing- 
ness to  repay  a  loan. 

SBA  microloans  are  geared  to  help 
entrepreneurs  in  inner-city  and  rural 
areas  form  small  and  home-based  enter- 
prises. Tliese  loans  are  made  by  an  inter- 
mediary lender. 

The  Export  Working  Capital  Program 
(EWCP)  replaces  the  Small  Business 
Administration's  Export  Revolving  Line 
of  Credit  Program.  The  Small  Business 
Administration  is  working  to  harmonize 
the  EWCP  with  the  Export-Import 
Bank's  Working  Capital  Guarantee. 
EWCP  will  allow  up  to  a  90  percent  guar- 
antee on  private  sector  loans  of  up  to 
$750,000  for  working  capital.  Loan  matu- 
rities, generally  12  months,  include  two 
12-month  renewal  options.  Loans  can  be 
lor  single  or  multiple  export  sale  and  can 
be  extended  to  preshipment  working 
capital  and  post-shipment  exposure  cov- 
erage. Proceeds  cannot  be  used  to 
acquire  fixed  assets. 

The  International  Trade  Loan  offers 
long-term  financing  to  small  businesses 
engaged  or  preparing  to  engage  in  inlema- 
lional  trade.  The  SBA  can  guarantee  up  to 
$1.25  million:  SI  million  for  facilities  and 
equipment  and  S250.000  in  working  capital. 

Tlie  8a)  Program  helps  socially  and  eco- 
nomically disadvantaged  people  enter  the 
economic  mainstream,  partly  through 
access  to  federal  contracts. 

In  addition,  the  SBA  offers  loans  target- 
ed to  veterans  and  women. 

This  information  was  provided  by  Jean 
Nyberg,  head  of  finance  and  district  director 
for  economic  development  at  the  Small 
Business  Administration  (SBA).  More 
information  is  available  from  the  Small 
Business  Administration  office.  Please  call 
(314)  539-6600.  ■ 
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Congrejtg  of  tfjc  ®niteb  States 

SMALL  BUSINESS  J^ougc  of  EcprEgcntatibcS 

aaasffjington,  BC  20515-4403 

January  25,  1995 


Hon.  Jan  Meyers 

Chairwoman 

House  Small  Business  Committee 


Dear  Chairwoman  Meyers: 

I  congratulate  the  Small  Business  Committee  for  holding  the 
hearing  today  on  the  Small  Business  Administration,  and 
especially  the  7(a)  lending  program.   As  you  know,  I  was  a  member 
of  the  Small  Business  Committee  in  my  first  session  of  Congress, 
and  I  appreciate  the  opportunity  to  participate  in  this  important 
hearing . 

I  would  also  appreciate  the  opportunity  to  submit  for  the 
record  a  number  of  letters  from  small  businesses  in  my  home  state 
of  Utah  which  have  successfully  used  the  SBA  loan  program  to  grow 
and  expand  their  business.   Also  included  are  some  letters  from 
SBA  lenders. 

Recently,  there  have  been  increasing  calls  for  the 
substantial  reduction  or  elimination  of  the  Small  Business 
Administration  and  its  loan  programs.   I  want  you  to  know  that  I 
strongly  oppose  such  proposals,  and  would  like  to  explain  why. 

According  to  recent  information  released  by  the  Small 
Business  Administration,  the  7(a)  loan  program  provided  over  $  89 
million  in  general  business  loans  to  small  businesses  in  Utah  in 
the  last  fiscal  year.   The  SBA  also  provided  an  additional  $  47 
million  in  development  company  loans. 

The  letters  that  I  am  submitting  show  the  real  stories 
behind  these  numbers.   Anyone  knowledgeable  about  small 
businesses  knows  that  the  number  one  problem  facing  such 
businesses  is  the  availability  of  credit  to  start,  grow,  and 
expand  operations. 

SBA  loan  programs  fill  in  the  gaps  in  our  lending  markets  by 
providing  funding  for  small  businesses  with  exciting  growth 
prospects,  but  without  the  size  or  track  record  to  interest 
traditional  lending  sources.   Moreover,  they  do  so  at  a 
remarkably  small  direct  cost  to  the  U.S.  government. 
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Hon.  Jan  Meyers 
January  25,  1995 
Page  2 

In  conclusion,  as  a  longtime  proponent  of  a  balanced  federal 
budget,  I  believe  we  should  examine  every  federal  program  to 
determine  its  costs  and  benefits.   I  believe,  however,  that  under 
any  such  analysis,  the  SBA  will  clearly  merit  continued 
existence,  refinement,  and  expansion. 

On  behalf  of  all  the  businesses  in  Utah  that  have  written  in 
on  this  subject,  I  thank  you  for  your  attention  in  this  matter. 


Sincerely  yours, 


Bill  Orton 

Member  of  Congress 


Enc:  letters 
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January  24,  1<595 


The  Honorable  Jan  Meyers 

Chair,  House  Small  Business  Committee 

United  States  Congress 

Washington,  D.C  20515 

Dear  Madam  Chair: 

As  the  largest  SBA  7(a)  lender  in  the  country.  The  Money  Store  Inc  is  pleased  to  provide  the 
attached  testimony  to  your  committee  and  ask  that  it  be  made  part  of  the  hearmg  record  scheduled 
for  January  25,  1995  We  have  attempted  to  respond  to  each  of  the  points  and  questions  submitted 
to  the  National  Association  of  Government  Guaranteed  Lenders  m  their  invitation  to  testify  We 
offer  our  testimony  in  support  of,  and  in  addition  to,  that  submitted  by  NAGGL 

If  you  or  your  staff  have  any  questions  regarding  our  testimony,  please  feel  free  to  contact  me  at 
(916)  446-5000.  As  always.  The  Money  Store  looks  forward  to  working  closely  with  you.  your  staff 
and  the  committee  to  ensure  a  viable  and  effective  SBA  7(a)  loan  program. 

Sincerely, 


iis^USlA 


Pete  Mills 

Director,  Government  Relations 

PM/slh 

Attachments 

cc:        Members,  House  Small  Business  Committee  (w/attachments) 


33C:  C  STREET  .  SL'E  IX-W  •  SAC=.AV£\TC  CA  SSS'S  .  (516,  44S-5C0C  =  "AX  ;S-.6,'  -143-235--)  . 
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Written  Testimony  Submitted 
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L       Tntroducrion 

The  Money  Store  Inc.  welcomes  the  opportunity  to  provide  our  thoughts  on  the  current 
funding  crisis  facing  the  Small  Business  Administration's  7(a)  loan  guarantee  program.  We 
have  been  woridng  closely  with  the  House  and  Senate  Small  Business  Committee  staffs  since 
it  became  apparent  late  last  year  that  the  FY  1995  appropriation  would  not  provide  adequate 
funding  to  meet  demand  in  the  ctirrent  fiscal  year.  We  have  also  been  working  with  the 
Committees  to  explore  long-term  solutions  to  fully  meet  the  strong  demand  for  SB  A  7(a)  loan 
funds  within  the  context  of  the  tight  fiscal  environment  in  which  we  are  operating  We  beheve 
these  initial  discussions  have  been  quite  fruitful,  and  we  look  forward  to  a  legislative  solution 
that  will  fjrmJy  establish  the  long-term  viability  of  the  SBA  7(a)  loan  program 

n.      Background:  The  Money  Store  Investment  Cnrporatinn 

"  The  Money  Store  Investment  Corporation  (TMSIC)  is  the  small  business  lending  subsidiary 
of  The  Money  Store  Inc.,  a  publicly  held  company  (NASDAQ  -  MONE)  providing  financial 
services  to  more  than  210,000  customers,  with  a  total  loan  portfolio  of  S5  2  billion.  The 
company  is  a  leader  in  each  of  its  primary  markets:  home  mortgage  lending,  guaranteed 
student  loans,  and  SBA  fmancing. 

The  Money  Store  Investment  Corporation  has  been  the  largest  SBA  lender  for  12  straight 
years.  Since  the  division  was  founded  in  1978,  TMSIC  has  loaned  more  than  S2.0  billion  to 
nearly  6,500  small  businesses  using  the  Section  7(a)  loan  program.  In  1994,  TMSIC 
originated  S415  million  in  SBA  Section  7(a)  and  Section  504  loans  to  more  than  1,100  small 
businesses.  TMSIC  currently  lends  in  32  states  through  60  branch  offices,  with  plans  to  open 
additional  branches  in  1995.  Our  position  as  an  industry  leader  has  been  built  on  a  foundation 
of  technological  efficiency,  top  quality  service  and  a  unique  understanding  of  the  fmancing 
needs  of  small  businesses. 

in.    7(a)  Loan  Guaranty  Program:  Flagship  of  the  SBA 

Since  1954,  the  SBA's  flagship  program  has  been  the  Section  7(a)  loan  guaranty  program 
With  an  SBA  guaranty  ranging  from  70%  to  90%  of  the  loan  amoimt,  lenders  are  willing  to 
extend  longer  term  financing  than  would  otherwise  be  available,  with  larger  loan  amounts  and 
lower  interest  rates  than  the  market  and  bank  regulatory  environment  would  permit  in  the 
absence  of  the  government  guaranty. 

In  the  early  1980s,  the  SBA  received  extensive  criticism— some  of  it  justified— as  an  inefficient, 
wasteful  agency  that  had  failed  to  meet  the  needs  of  small  businesses  During  the  past  decade, 
reforms  in  the.  SBA's  loan  programs  have  dramatically  improved  the  efficiency  of  the  7(a) 
program  and  sharply  reduced  default  and  loss  rates.  Today  the  7(a)  program  is  a  model 
pubhc/private  pannership  which  leverages  the  government's  small  investment  at  a  ratio  of  37 
to  one.  In  FY  1995,  a  $195  million  appropriation  will  generate  $7.1  billion  in  private  funds 
for  small  busmesses,  making  the  program  perhaps  the  most  efficient  job  and  productivity 
stimulator  available.    Unfortunately,  just  as  the  program  is  reaching  its  peak  efficiency, 
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budgetar>'  pressures  threaiea  to  place  the  program  in  a  position  of  constant  underfunding. 

IV.  Demand  for  ~(a)  Financing 

Throughout  most  of  the  1980s,  7(a)  guaranteed  loan  demand  was  fairly  static,  ranging  between 
$2.0  and  S2.5  billion  per  year  from  1983  to  1989  Beginning  in  1990,  7(a)  loan  demand  began 
to  increase  sharply,  due  in  large  part  to  the  capital  constraints  and  rigorous  examinations 
imposed  on  commercial  banks  by  the  bank  regulatory  agencies.  After  five  years  of  strong 
demand  from  capital-hungry  small  businesseg,  loans  originated  under  the  7(a)  loan  program 
reached  S7.8  billion  in  FY  1994. 

While  the  bank  credit  crunch  may  have  faded  from  the  headlines  of  the  Wall  Street  JoumaJ, 
continued  strong  demand  for  7(a)  loans  clearly  suggests  that  small  businesses  still  have 
tremendous  difficulty  gaining  access  to  stable,  long-term  fmancing,  .(\necdotal  information 
from  our  banker  colleagues  indicates  that  all  forms  of  small  fatisiness  credit— particularly  long- 
term  credit— continue  to  receive  intense  scrutmy  and  second  guessing  by  bank  examiners. 
Even  small  business  loans  with  SB  A  guarantees  receive  criticism  from  examiners. 

The  effects  of  strong  primary  demand  stemming  from  the  economic  recovery,  and  a  limited 
supply  of  conventional  bank  fmancing  due  to  the  credit  crunch  "hangover",  have  combined 
to  fuel  double-digit  growth  m  7(a)  lending  during  the  past  few  years  Thus,  for  a  growing 
segment  of  small  businesses,  the  7(a)  program  is  the  only  viable  source  of  affordable  credit 

Other  factors  contributing  to  the  strong  growth  in  demand  for  7(a)  fmancmg  are  related  to  the 
structural  changes  and  reforms  implemented  during  the  past  several  years.  Streamlined  SBA 
loan  processing  procedures  such  as  the  Preferred  Lenders  Program— which  permits  lenders 
with  strong  performance  records  to  do  virtually  all  of  the  processing,  credit  analysis,  and 
underwriting—have  virtually  eliminated  most  of  the  cumbersome,  bureaucratic  hassles  that 
plagued  SBA  lending  for  most  of  the  agency's  first  30  years.  The  SBA  lending  industry's 
ability  to  deliver  a  quality  product  with  efficient  service  has  helped  the  agency  overcome  its 
image  problem,  and  many  small  businesses  are  now  "rediscovermg"  the  7(a)  loan  program. 

Recent  stadsucs  compiled  at  the  request  of  the  House  Budget  Committee  demonstrate  the  vital 
role  that  SBA  7(a)  financing  plays  in  today's  market  It  is  important  to  note  that  these  statistics 
demonstrate  that  the  7(a)  program  accomplishes  the  goal  of  meeting  small  business  credit 
needs  that  are  not  met  by  pnvate  capital  sources.  In  other  words,  unlike  many  government 
guaranteed  loans  programs,  the  7(a)  program  does  not  "crowd  out"  private  sector  lenders  or 
loan  guarantors    The  numbers  compiled  by  GAO  for  the  House  Budget  Committee  show: 

•       SBA  7(a)  loans  have  significantly  longer  maturities  than  conventional  small 
business  loans.  The  average  maturity  of  7(a)  loans  made  in  FY  1994  was  1 1  years. 
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More  than  52%  all  7(a)  loans  had  maturities  in  excess  of  8  years  By  comparison,  only 
1 6%  of  coDventional  small  business  loans  had  maharities  m  excess  of  one  year  and.  of 
those  loans,  the  average  maturity  was  less  than  4  years. 

•  SBA  7(a)  loans  are  significantly  larger  than  conventional  small  business  loans.  The 

average  original  loan  amount  of  7(a)  loans  in  FY  1994  was  5226,500.  compared  to 
578,600  for  conventional  small  business  loans  While  the  7(a)  loans  are  larger  than  their 
conventional  counterparts,  7(a)  loan  amounts  are  by  no  means  excessive— half  of  all  7(a) 
loans  in  FY  1994  were  for  less  than  S115,000. 

•  SBA  7(a)  loans  go  to  businesses  that  can  truly  be  classified  as  small  businesses.  In 

FY  1994,  SBA  7(a)  loan  recipients  bad  an  average  of  16  employees.  Half  of  all  7(a) 
loans  went  to  businesses  with  6  or  fewer  employees. 

•  Nearly  one  quarter  of  all  SBA  7(a)  loans  in  FY  1994  went  to  new  or  start  up 
companies.  Anecdotal  information  and  other  studies  suggest  that  this  percentage 
significantly  exceeds  the  percentage  of  conventional  loans  made  to  start  up  companies. 

To  the  extent  that  credit  conditions  have  improved  for  small  businesses  in  the  past  few  years, 
much  of  that  improvement  can  be  attributed  to  the  7(a)  loan  program.  Extrapolating  from  the 
GAO  numbers,  it  appears  that  SBA  7(a)  loans  accounted  for  approximately  50%  of  all  long- 
term  credit  extended  to  small  businesses  by  commercial  banks  in  1994.  Moreover,  the 
available  evidence  suggests  that  7(a)  lending  will  continue  to  play  a  vital  role  in  providing 
small  businesses  with  access  to  capital.  In  today's  deregulated  bank  environment,  commercial 
banks  face  a  structural  bias  against  using  short-term  deposits  to  fund  long-term  portfolio  loans 
to  small  busmesses. 

In  addition,  the  regulatory  pendulum  appears  to  have  "centered"  with  respect  to  long-term  and 
real  estate-related  business  lending,  and  we  do  not  anticipate  that  banks  or  their  regulators  are 
eager  to  significantly  increase  the  availability  of  small  business  credit.  Given  their  superior 
saleability  in  the  secondary  market,  SBA  7(a)  loans  will  remain  the  primary  tool  for  banks 
and  non-banks  to  supply  stable,  long-term  fmancmg  to  small  businesses.  In  fact,  last  year's 
small  business  loan  securitization  legislation  may  actually  increase  demand  for  7(a)  financing 
in  the  near  terra.  The  conventional  secondary  market  for  small  business  loans  has  been  slow 
to  develop  due  in  large  part  to  the  complete  absence  of  standardization  in  loan  features.  The 
7(a)  program  is  the  only  source  for  reasonably  standardized,  credit-enhanced  small  business 
loans 

V.      Economic  Benefits  of  7(a1  Financing 

The  Committee  obviously  is  well  aware  that  small  businesses  are  the  primary  source  of  job 
growth,  innovation  and  productivity  improvements  in  the  U.S.  economy,  and  we  do  not  wish 
to  belabor  the  point  here. 


139 


Nevertheless,  it  should  be  noted  that  when  the  economic  multiplier  effects  of  7(a)  financing 
are  accounted  for,  the  program  actuaJiy  generates  substantial  net  revenues  to  the  federal 
government.  An  independent  study  of  the  program  conducted  by  Price  Waterhouse  in  1992 
—with  whjcfa  many  of  the  Committee  members  are  familiar— clearly  showed  that  small 
businesses  with  7(a)  loans  demonstrated  stronger  sales  and  job  growth  during  the  five  years 
after  receiving  their  loan  than  did  similarly  situated  small  companies  that  did  not  have  SBA 
fmanciug.  SBA  borrowers  had  a  median  revenue  growth  rate  of  300°/'o  and  an  employment 
growth  rate  of  167%,  compared  to  37%  and  0%,  respectively,  for  the  non-SBA  control  group. 
This  sales  and  job  growth  translates  into  suljstantial  increases  in  personal  and  corporate  tax 
revenues,  in  addition  to  revitalizing  local  economies.  The  Price  Waterhouse  study  captured 
these  secondary  effects  of  the  7(a)  program  and  estimated  an  annual  return  on  the 
government's  investment  in  excess  of  200%. 

"Whilt  small  businesses  are  adept  at  coping  with  today's  business  climate  where  change  and 
instability  are  the  exception  rather  than  the  rule,  many  of  these  compames  will  not  sui\-ive 
without  access  to  a  stable  supply  of  long  term  financing.  The  statistics  cited  above  clearly 
show  the  7(a)  program  is  the  lifeline  for  the  small  business  community  in  a  turbulent  economic 
environmenL 

VL    Recent  Reforms  to  the  7(a)  Program 

During  the  1980s,  the  SBA  initiated  major  reforms  to  the  7(a)  program  which  addressed  the 
concerns  of  most  of  the  agency's  critics.  The  agency  virtually  eliminated  its  direct  lending 
activities  under  7(a),  and  the  program  now  relies  almost  exclusively  on  pnvate  lenders  for 
capital  and  loan  servicing.  The  agency  and  its  lenders  also  adopted  the  "Quality  Loan 
Program"  in  1981,  which  strengthened  credit  and  collateral  standards.  Creation  of  the 
Preferred  Lenders  Program  in  1983  granted  lenders  more  authority  in  the  processing, 
underwriting  and  servicing  of  7(a)  loans,  in  exchange  for  a  lower  guaranty.  The  PLP  program 
further  improved  efficiency  by  speeding  the  loan  approval  process  and  providing  incentives 
for  solid  risk  management  (through  the  lower  guaranty). 

These  reforms— for  which  SBA  should  be  com m  ended  —have  had  a  dramatic  unpact  on  loss 
rates  for  the  7(a)  portfolio.  During  the  1980s,  charge-offs  plus  loans  in  liquidation  dropped 
precipitously,  from  21%  for  loans  made  in  1980.  to  5,72%  for  the  1989  origination  year. 
More  recent  data,  using  the  commercial  charge  ofif  method  (each  year's  losses  divided  by  the 
total  amount  of  7(a)  loans  outstanding)  shows  similar  improvement.  From  a  peak  of  4.05% 
in  1987,  the  commercial  loss  rate  has  declined  sharply  to  only  1.27%  in  1994.  The  improving 
performance  of  the  portfolio  also  contributed  to  a  lower  subsidy  rate  calculation  under  the 
rules  of  the  1990  Credit  Reform  Act,  and  thus  greater  "leverage"  for  each  dollar  appropriated. 
In  1990,  the  subsidy  rate  was  5  45%,  resulting  m  a  leverage  ratio  of  about  18  to  one.  By  FY 
1 993,  the  subsidy  rate  was  4.9%  and  the  leverase  was  better  than  20  to  one 
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Then,  in  August  of  1993,  Congress— working  with  the  SB  A  and  the  lending  industry— enacted 
major  reforms  to  the  7(a)  program  designed  to  further  reduce  the  subsidy  rate  and  gam  even 
greater  leverage.  In  order  to  meet  rapidly  rising  demand  for  7(a)  funds,  the  lending  industry 
supported  reduced  guaranty  percentages  (ranging  &om  five  to  ten  percentage  pomts)  on  larger 
loans.  The  industry  also  agreed  to  a  40  basis  point  fee  paid  by  lenders  over  the  life  of  the  loan 
for  loans  sold  in  the  secondarv-  market.  These  reforms  slashed  the  F\'  1 995  subsidy  rate  nearly 
in  half  to  2.74%,  and  Lncreased  the  leverage  ratio  to  nearly  37  to  one.  Imponantly,  the 
dramatic  reduction  in  the  subsidy  rate  was  accomplished  without  imposmg  increased  costs  on 
small  businesses. 

Vn.  The  New  Funding  Squeeze 

A.     Long-Term  ViabiUty  of  7(a) 

The  current  economic  recovery,  combined  with  improved  efficiencies  which  made  the 
program  user  friendly,  have  resulted  in  sharply  increased  demand  for  7(a)  fundmg.  The 
SB  A  has  already  exhausted  its  FY  1995  first  quarter  allocation,  resultmg  in  the  recent 
imposition  by  the  SBA  of  a  $500,000  loan  cap  which  has  had  disastrous  market 
consequences  for  small  businesses.  In  addition,  the  anticipated  severity  of  fiscal  restraint 
imposed  by  the  drive  to  balance  tlie  federal  budget  threatens  to  place  the  program  in  a 
position  of  perpetual  underfunding.  However,  meeting  mcreased  credit  demands  from 
small  businesses  will  be  critical  to  maintain.ing  job  and  productivity  growth  during  the 
current  recovery.  In  fact,  because  of  the  innovation-driven  growth  generated  by  small 
businesses,  full  fimding  of  the  7(a)  program  is  precisely  the  type  of  economic  policy  that 
will  ehcit  the  productivity  gains  necessary  to  sustain  a  stable,  noninflationary  recovery. 

The  SBA  lending  industry  recognizes  that  securing  full  fimding  for  any  federal  program 
in  this  fiscal  environment  is  difficult,  but  we  believe  such  an  argument  can  be  made  for 
the  7(a)  program  when  the  full  economic  contribution  of  the  program  is  eveduated. 
Moreover,  we  believe  that  additional  reforms  such  as: 

(a)  imposing  the  40  basis  point  secondary  market  fee  on  all  SBA  loans  (not  just 
loans  sold), 

(b)  applying  the  SBA  2%  guaranty  fee  on  the  full  loan  balance  (not  just  the 
guaranteed  portion), 

will  reduce  the  subsidy  rate  to  1.65%  and  increase  the  leverage  ratio  to  more  than  60  to 
one. 

If  enacted  early  in  the  104th  Congress,  these  measures  would  provide  adequate  funds  to 
meet  demand  in  the  current  fiscal  year.  For  FY  1996,  the  increased  leverage  should 
provide  Congress  with  the  ability  to  meet  projected  demand  for  next  yeai  with  the  same 
level  of  appropriation  as  in  the  current  fiscal  year.  In  other  words,  the  $195  million 
appropriated  in  FY  1995  would  support  S 1 1 .8  billion  in  FY  1 996,  an  increase  of  66%-- 
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truly  significant  "budgetary  savings."  Finally,  to  fully  meet  demand  beyondFY  1996, 
we  believe  by  paring  less  effective  SBA  programs  and  further  streamlming 
administrative  overhead,  mcreases  in  7(a)  appropriations  can  be  accommodated  within 
the  context  of  a  declining  or  flat  overall  agency  budget. 

B.      Short-Term  Crisis:  Impact  of  the  $500,000  Cap  on  Small  Business  Borrowers 

The  Small  Business  Administration's  recent  imposition  of  a  $500,000  cap  on  7(a)  loan 
amounts  m  order  to  "insure  that  adequate  fianding  is  available  for  the  balance  of  the 
fiscal  year"  was  an  unprecedented  response  to  this  year's  funding  crisis.  Previous 
funding  shortfalls  have  been  addressed  through  a  variety  of  mechanisms,  including 
supplemental  appropriations,  reprogramming  of  funds  from  elsewhere  in  the  agency,  and 
permitting  lenders  to  provide  bridge  financing  which  could  be  converted  to  an  SBA 
guaranteed  loan  once  additional  funding  had  been  secured  While  we  recognize  that  the 
SBA  is  in  a  difficult  position  and  must  live  within  its  FY  1995  appropriation,  the  recent 
action  has  caused  a  major  disruption  in  the  7(a)  lending  market,  and  raises  numerous 
questions  for  SBA  7(a)  lenders  and  borrowers  that  have  yet  to  be  addressed. 

Extending  credit  to  small  businesses  can  take  several  months  from  initial  contact  with 
the  borrower  to  funding.  Small  businesses  seeking  7(a)  loans  in  excess  of  $500,000  that 
did  not  receive  authorizations  by  the  January  1,  1995  deadline  are  facing  a  potentially 
disastrous  situation  that  could  negate  months  of  business  planning,  thwart  growth  plans, 
and  ultimately  cost  these  companies  profits,  market  opportunities  and  jobs  The  Money 
Store  currently  is  working  with  approximately  1 75  to  200  borrowers  in  various  stages 
of  the  lending  process  that  have  had  their  business  plans  derailed  by  this  arbitrary  cap. 
Given  our  5%  market  share,  we  estimate  that  as  many  as  4,000  smaU  businesses 
nationwide  may  be  directly  affected  by  the  cap. 

Thi  speed  and  lack  of  advance  notice  with  which  the  recent  policy  was  implemented  has 
left  lenders  and  borrowers  in  an  information  vacuum.  This  approach  may  have  been 
necessary  to  avoid  an  avalanche  of  applications  submitted  to  beat  the  deadline. 
Nevertheless,  as  a  result  of  the  swiftness  of  the  policy  change,  lenders  have  been  hard 
pressed  to  devise  methods  of  meeting  the  immediate  capital  needs  of  those  borrowers 
seeking  loans  in  excess  of  $500,000  without  taking  undue  risks  or  imposing  significantly 
higher  costs  on  their  prospective  borrowers.  For  example,  as  of  Friday,  January  23-- 
more  than  one  month  after  the  initial  announcement— lenders  have  received  no  formal 
guidance  from  the  SBA  as  to  how  the  agency  will  deal  with  "piggyback  loans"  (loans 
with  unguaranteed  financing  provided  by  the  lender  to  meet  credit  needs  in  excess  of 
$500,000),  convertible  bridge  loans,  and  othei  methods  of  meeting  borrower  financing 
needs. 

We  believe  it  is  imperative  that  the  SBA  and  Congress  provide  assurance  to  the  market 
that  piggyback  loans  and  bridge  financing  provided  to  businesses  needing  loans  in  excess 
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of  $500,000  can  be  converted  to  guaranteed  status  once  the  agency's  funding  shortfall 
is  resolved.  In  recent  conversations  with  senior  SB  A  staff  they  have  not  indicated  that 
conversion  of  piggyback  or  bridge  financing  would  be  precluded  once  the  cap  is  lifted. 
At  the  same  time,  however,  the  agency  has  not  affirmatively  announced  that  these 
conversions  would  be  pennitted,  once  Congress  addresses  the  present  funding  shortfall. 
Without  such  guidance,  small  businesses  with  immediate  credit  needs  m  excess  of 
$500,000  will  be  forced  to  pay  higher  interest  rates  and  loan  fees  to  compensate  for  the 
risk  ant}  uncertainty  associated  with  the  potential  inability  to  convert  these  loans  to 
guaranteed  status 

Attachment  I  to  this  testimony  provides  a  stimmary  from  each  of  our  branches  of  the 
number  of  small  businesses  affeaed  by  the  loan  cap.  Literally  hundreds  of  permanent 
jobs  will  be  lost  if  these  businesses  cannot  move  forward  with  their  start-up,  acquisition 
or  expansion  plans.  In  several  cases,  prospective  buyers  of  new  facilities  will  lose 
thousands  of  dollars  in  earnest  money  deposits  if  their  escrows  collapse  due  to  delays  in 
securing  financing  The  current  simation  highlights  the  urgency  with  which  Congress, 
the  SBA  and  the  lending  industry  must  enact  a  subsidy  rate  reduction  measure  that  will 
provide  the  7(a)  program  adequate  fiinding  to  fully  meet  the  needs  of  small  businesses 
for  the  remainder  of  FY  1995,  and  establish  the  foundation  to  meet  projected  demand 
in  FY  1996. 


Vni.  Conclusion 


The  proposals  that  the  SBA  lendmg  industrj-  are  entertaining  would  result  in  a  reduction 
in  the  cost  of  the  program  to  the  government  of  more  than  40%  Combined  with 
previous  program  reforms  enacted  in  1993,  the  SBA  7(a)  program  has  seen  its  costs 
reduced  by  nearly  70%.  As  we  pursue  these  subsidy  rate  reduction  proposals,  we  look 
forward  to  working  cooperatively  with  the  Small  Business  Committees  in  both  houses. 
However,  we  believe  the  Small  Business  Committees  must  remam  vigilant  to  ensure  that 
budget  and  appropriations  processes  do  not  unfairly  take  advantage  of  subsidy  rate 
reduction  proposals  and  use  them  to  "fmd"  additional  "budgetary  savings." 

We  thank  Chairwoman  Meyers  and  the  rest  of  the  Committee  for  their  long-time  support 
of  this  vital  program,  and  look  forward  to  working  together  to  ensure  an  efficient, 
effective  and  fully  funded  7(a)  loan  program. 
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ATTACHMENT  1 
SUMMARY  OF  LOANS  AFFECTED  BY  LOAN  LrvnTS 


ALABAMA: 
ARIZONA: 
CALIFORNIA: 
COLORADO: 
FLORIDA: 
GEORGIA: 
ILLINOIS: 
KENTUCKY: 
MICHIGAN: 
OfflO: 
OREGON 
NEW  JERSEY: 
NEW  YORK: 
NORTH  CAROLINA: 
PENNSYLVANDV: 
SOUTH  CAROLINA: 
TEXAS: 
VmOINlA 

WASHINGTON/IDAHO : 

FRANCHISE  DIVISION: 

GRANn  TOTAL: 


2  LOANS 

4  LOANS 

36  LOANS 

6  LOANS 
9  LOANS 
2  LOANS 
4  LOANS 

2  LOAMS 

7  LOANS 
4  LOANS 

3  LOANS 

4  LOANS 
SLOANS 
SLOANS 

2  LOANS 

3  LOANS 
10  LOANS 

4  LOANS 
18  LOANS 
26  LOANS 

152  LOANS 


Not  aJl  branches  had  completed  their  rrports  as  of  Januan-  20.  We  cstimale  ; 
appliuAnts  h&ve  hud  their  proj«ct»  pltccd  oa  hold. 


S2.0  MILLION 
S2.7  MILLION 
S34  3  MILLION 
$  3  0  MILLION 
S  8.8  MILLION 
$  1  6  MILLION 
$3.7  MILLION 
S  1.4  MILLION 
$6  7MILLION 
S  3.1  MILLION 
S  2.3  MILLION 
$  4.0  MILLION 
S  2  6  MILLION 
S  2.5  MILLION 
S  2.4  MILLION 
$  2.6  MILLION 
$  9.2  MILLION 
S  4.1  MILLION 
SI 5. 5  MILLION 
$28.0  MILLION 
.si4n5;ivmT,inx 

>  ^ditional  25-50  appUctints  or  potcmuJ 
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COMMENTS  OF  AT&T  CAPITAL  CORPORATION 

SUBMnTED  TO  THE  SMALL  BUSINESS  COMMITTEE 

OF  THE  UNrrED  STATES  HOUSE  OF  REPRESENTATIVES 


AT&T  Capital  Corporation  (AT&T  Capital)  submits  these  comments  in  support  of 
continued  Congressional  funding  of  the  SBA's  7(a)  guaranteed  loan  program  and  for 
legislative  relief  to  remove  the  $500,000  loan  ceiling  for  SBA  7(a)  loans  recently  instituted 
by  the  SBA. 

AT&T  Capital  Corporation 

AT&T  Capital  is  a  majority-owned  subsidiary  of  AT&T  Corp.  With  assets  in 
excess  of  $7.3  billion,  it  is  one  of  the  largest  diversified  financial  services  companies  in  the 
United  States.  Product  ofiFerings  include  equipment  leasing,  real  and  personal  property 
loans,  equipment  rental,  vehicle  leasing,  inventory  financing,  project  finance,  vendor 
finance  programs,  and  SBA  guaranteed  lending. 

In  1993,  AT&T  Capital  extended  $3.4  billion  of  credit  used  to  acquire  equipment 
(both  AT&T  equipment  and  non-AT&T  equipment),  land  and  buildings  for  the  expansion 
of  business  activities.  With  approximately  ninety  percent  of  its  nearly  500,000  customers 
comprised  of  small  businesses,  AT&T  Capital  considers  itself  one  of  the  preeminent  small 
business  financial  sources  in  the  United  States. 

The  small  business  segment  of  American  industry  is  strategically  important  to 
AT&T  Capital.  A  cornerstone  in  its  position  of  supporting  and  aiding  the  growth  of 
America's  small  business  community  is  SBA  guaranteed  lending.  AT&T  Capital,  through 
a  subsidiary,  acquired  a  small  business  lending  company  license  in  December,  1991,  built  a 
supporting  infi^astructure  during  1992,  and  began  actively  lending  in  the  7(a)  program  in 
1993  through  its  wholly  owned  subsidiary,  AT&T  Small  Business  Lending  Corporation 
(AT&T-SBLC). 

AT&T  Capital  is  dedicated  to  expanding  lending  activities  in  areas  currently  under- 
served  by  lenders,  including  enterprises  owned  by  women,  minority  businesses,  and  those 
in  smaller  cities  and  towns  with  limited  access  to  the  kind  of  financing  ofiFered  by  AT&T- 
SBLC  through  the  SBA  7(a)  guaranteed  loan  program. 

AT&T  Small  Business  Lending  Corporation 

AT&T-SBLC  offers  SBA  7(a)  loans  to  small  businesses  nationwide  through  a 
network  of  experienced  field  representatives.  The  Company  has  two  loan  processing 
centers,  one  in  Denver,  Colorado  and  one  in  Parsippany,  New  Jersey. 
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The  7(a)  loans  funded  by  AT&T-SBLC  amounted  to  just  over  $20  million  in  1993, 
and  more  than  $92  million  in  1994  for  all  types  of  real  estate  and  equipment  financings 
The  Company  currently  has  another  $34  million  approved  by  the  SBA  and  awaiting 
funding  Thirty-nine  percent  of  all  loans  made  by  AT&T-SBLC  to  date  are  greater  than 
$500,000,  although  some  loans  are  as  small  as  $25,000. 

Benefits  and  Performance  of  the  7(a)  Program 

The  7(a)  guaranteed  lending  program  is  a  successful  "partnership"  of  private  sector 
lending  and  government  participation  through  the  U.S.  Small  Business  Administration. 
The  program  supports  small  businesses  through  an  eflFective  use  of  federal  appropriations. 
Private  lenders  and  the  SBA  work  together  to  support  the  capital  needs  of  small  business, 
critical  to  the  success  and  stability  of  the  American  economy. 

The  7(a)  program  provides  very  substantial  benefit  to  small  businesses  in  the 
United  States: 

•  Since  its  creation  in  1954,  during  the  Eisenhower  Administration,  the  7(a) 
program  has  been  the  core  or  "flagship"  SBA  lending  program. 

•  7(a)  loans  are  funded  by  the  private  sector  (banks  and  non-banks)  able  to  make 
these  loans  because  of  the  SBA  guaranty  ranging  fi-om  70%  -  90%  of  the  loan 
amount. 

•  SBA  statistics  indicate  that  approximately  36,500  7(a)  loans  were  approved  in 
fiscal  1994,  an  increase  of  36%  over  fiscal  1993. 

•  The  7(a)  program  provides  an  efficient  use  of  federal  appropriations  in  that  for 
FY  1994,  $7  8  billion  of  7(a)  loans  were  leveraged  fi-om  approximately  $170 
million  of  federal  appropriations,  a  ratio  of  461. 

•  7(a)  loans  provide  longer  terms  and  lower  rates  than  conventional  loans  jf 
credit  were  available  fi-om  conventional  sources.  Longer  terms  and  lower  rates 
result  in  loan  payments  that  are  more  manageable  for  small  businesses. 

•  According  to  the  National  Association  of  Government  Guaranteed  Lenders 
(NAGGL),  over  1.5  million  jobs  were  created  as  a  result  of  capital  provided  by 
7(a)  loans  during  the  period  FY1990  -  FY1994. 

•  The  7(a)  loan  loss  rate  has  declined  to  only  1  27%  in  1994 
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•  The  low  default  rate  on  7(a)  loans  indicates  that  most  of  the  businesses 
receiving  such  loans  remain  in  business  and,  therefore,  can  continue  to 
contribute  to  payroll  and  income  tax  revenues. 

The  $500M  7(a)  Loan  Ceiling 

Unfortunately,  the  popularity  and  usefubiess  of  the  7(a)  loan  program,  coupled 
with  the  limited  options  available  to  SBA  absent  legislative  change,  caused  SBA  to  limit 
the  size  of  7(a)  loans  to  $500,000  for  uansactions  processed  after  January  1,  1995. 

This  loan  ceiling  adversely  affects  private  sector  initiatives  to  provide  needed 
capital  to  small  businesses  because: 

•  Many  small  business  needs,  such  as  real  estate  and  facility  acquisition  and 
expansion,  require  capital  expenditures  in  excess  of  $500,000. 

•  Particular  industries  (such  as  manufacturing  concerns,  hotels/motels,  and 
restaurants)  often  require  loans  in  excess  of  $500,000. 

•  Uncertainties  and  complexities  exist  regarding  so-called  companion  loans 
(loans  made  by  the  lender  or  an  aflBliate  of  the  lender  to  the  same  borrower  in 
addition  to  a  $500M  7(a)  loan)  such  as  credit  qualification,  closing  complexity 
and  added  paper  work  and  expense  in  documenting  two  separate  loans,  lien 
and  payment  priority  issues,  collateral  liquidation  issues,  etc. 

Attached  are  examples  of  7(a)  loans  in  excess  of  $500,000  made  by  AT&T-SBLC 
and  their  beneficial  impacts  on  the  borrowers  and  their  communities. 

Legislative  Solutions  to  the  7(a)  Loan  Cap. 

Any  legislative  solution  to  the  7(a)  funding  problems  must  take  into  account  the 
constituencies  involved  in  the  program:  the  small  business  borrowers,  the  private  sector 
lenders  and  the  SBA.  The  following  legislative  solutions  may  be  considered  either  alone, 
or  in  conjunction  with  each  other,  as  possible  means  to  meet  the  credit  demands  being 
experienced  by  the  7(a)  program: 
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•  Decrease  the  Guaranty  Percentages  for  Larger  Loans.  15  U.S.C.  §636(aX2) 
provides  for  the  following  SBA  loan  guarantees  (up  to  a  maximum  guaranty  of 
$750,000): 

SBA  Guaranty  Percentage      Loan  Amount  Term  of  Loan 

90%  <  $155,000  any  term 

85%  >  $155,000  <  10  years 

75%  >  $155,000  >  10  years 

An  additional  set  of  guaranty  percentage  criteria  could  be  legislated  for  7(a) 
loans  over  $500,000.  For  example,  loans  over  $500,000  could  have  guaranty 
percentages  of  from  65%  -  75%  depending  on  whether  the  loan  term  is  greater 
than  10  years  on  the  one  hand,  or  less  than  or  equal  to  10  years  on  the  other. 

AT&T  Capital  prefers  this  approach  as  opposed  to  applying  a  uniform 
guaranty  percentage  (e.g..  75%)  to  all  7(a)  loans  no  matter  the  size  of  the  loan. 
A  75%  guaranty  for  small  loans  (particularly  loans  of  $100M  and  smaller  under 
the  LowDoc  program)  would  dis-incent  lenders  from  making  these  smaller 
loans  that  now  carry  a  90%  SBA  guaranty. 

•  Permit  the  SBA  to  Collect  Fees  on  the  Guaranteed  Portions  of  Loans  Not  Sold 
in  the  Secondary  Market.  Under  present  law,  enacted  in  1993  (15  U.S.C. 
§634(gX4XA)),  the  SBA  may  collect  40  basis  points  per  year  of  the 
outstanding  principal  amount  of  the  guaranteed  portion  of  loans  sold  in  the 
secondary  market  Perhaps  a  lesser  fee  (e.g..  20  basis  points)  could  be 
considered  for  the  guaranteed  portion  of  7(a)  loans  not  sold  in  the  secondary 
market.  These  revenues  would  permit  more  7(a)  lending  with  the  current 
appropriation  levels. 

•  Increase  the  SBA  Guaranty  Fee.  15  U.S.C.  §636(aX18)  provides  for  a  fee 
equal  to  2%  of  the  guaranteed  protionof  a  7(a)  loan.  Either  the  guaranty  fee 
percentage  could  be  increased,  or  the  fee  could  be  made  applicable  to  the 
entire  amount  of  the  7(a)  loan.  These  increased  revenues  would  make  more 
funds  abailable  for  the  7(a)  program. 

Conclusion 

The  $500,000  limit  on  7(a)  loans  is  not  serving  the  interests  of  the  small  business 
community  Any  proposed  Congressional  action  in  this  area  must  assure  the  continued 
economic  viability  for  private  sector  lenders  and  small  business  borrowers  to  continue  to 
participate  in  the  7(a)  program. 
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AT&T  SMALL  BUSINESS  LENDING  CORPORATION 
LOANS  GREATER  THAN  $500.000 


The  following  is  a  sampling  of  some  of  the  businesses  that  received  SBA  7(a)  guaranteed  loans  over 
$500,000  from  AT&T  Small  Business  Lending  Corporation.  These  examples  demonstrate  the  positive 
impact  this  loan  program  has  on  small  businesses  and  on  the  communities  in  which  they  are  located. 
Without  the  guaranteed  loans  of  such  sizes,  these  businesses  most  likely  would  not  have  succeeded  in 
growing. 

Circuit  Board  Manufacturer  in  Massachusetts  The  borrower  received  a  $1,200,000  SBA  7(a)  loan  to 
fund  a  portion  of  the  buyout  of  the  printed  circuit  board  division  of  a  larger  manufacturing  company  that 
was  in  a  bankruptcy  proceeding.  The  division  would  have  otherwise  closed  its  doors.  The  total  amount 
required  was  financed  with  the  assistance  of  two  other  government  agencies  and  a  bank.  The  loan  saved 
75  jobs  in  September  of  1993,  and  as  of  December,  1994,  the  company  had  two  shifts  totaling  215 
employees.  Projected  first  year  sales  were  $6,000,000,  but  actual  sales  exceeded  expectations  and  reached 
$11,000,000. 

Dental  Materials  Manufacturer  in  Colorado.  A  family-owned  business  that  imports  and  exports  dental 
materials  had  exhausted  working  capital  and  needed  a  larger  facility  because  of  its  rapid  growth.  A 
$1,400,000  loan  was  needed  to  set  the  company  up  for  future  growth  by  providing  for  purchase  of  a 
building  and  working  capital,  and,  to  date,  five  additional  employees  have  been  hired. 

Packaging  Company  in  Connecticut.  A  loan  was  made  for  $790,000  to  start  a  new  business  that  now 
employs  50  people,  and  has  projected  first  year  sales  of  $2,500,000.  The  loan  would  never  have  been 
approved  without  the  SBA  guaranty. 

Dental  Facility  in  New  York.  A  loan  of  $775,000  was  made  to  fund  the  acquisition  of  building  to  allow 
for  the  expansion  of  an  existing  business.  The  expansion  resulted  in  hiring  25  additional  employees. 

Floral  and  Gift  Sales  in  Massachusetts.  A  florist  needed  a  $1,000,000  loan  to  pay  off  existing  debt  with 
FDIC  and  expand  its  offerings  to  customers.  Annual  projected  sales  of  $250,000  for  the  expanded 
business  have  been  exceeded  with  $450,000  in  the  first  quarter  alone.  Due  to  past  losses,  local  banks 
were  unwilling  to  finance  the  company.  Without  the  7(a)  guaranty  support,  the  business  most  likely  would 
have  been  liquidated 

Auto  Body  Business  in  Rhode  Island.  A  loan  of  $825,000  was  needed  to  refinance  existing  debt  and  pay 
past  due  payables.  Due  to  the  recession,  the  business  had  poor  cash  flow,  and  a  bank  was  in  the  process  of 
foreclosing.  The  loan  consolidated  debt,  improved  cash  flow  and  saved  50  jobs  for  a  business  that  is  now 
profitable. 

Photo  Processing  Shop,  Gift  Shop  and  Coffee  Shop  in  Pennsylvania.  The  minority  owner  of  three 
small  companies  needed  $810,000  to  purchase  the  building  where  his  businesses  were  located,  purchase 
additional  equipment,  and  increase  his  working  capital.  The  high  loan-to-value  needed,  as  well  as  other 
costs,  meant  this  loan  could  not  be  made  without  the  SBA  7(a)  guaranty.  The  businesses  were  able  to  hire 
eight  additional  employees  as  a  result  of  the  expansion. 
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CACTUS  &  TROPICALS 


N,ili,-ul  S"i,ill  Bi, 


■■(l/l,   V..ir  /"."J 


January    2« 


199  5 


Congressman    Bill     OrCop 

U.     S.     House    of    Representative 

Uflshington    O.C.     26515 


Dear  CongresBm^sn  Oiton 
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Ue  are  all  paiitifully  4uare  that  banks  have  not'shoun  a 
uillingnass  to  fund  srTiall  or  undercapitalized  bsulnesses.  Ny 
oun  company  "cActus  fi  Tropicals."  could  not  have  achieved 
its  growth  ulthout.SBf*  loan  guarantees.  Our  SBA  loans  are 
consistently  p.iid  on  irime  and  are  providing  jobs  for  39 
people  and  coumting.  ihe  Utah  SBA  Director,  Stan  Nakano,  and 
his  staff  have  been  a  beacon  in  the  wilderness  for  business 
counsel  as  well  as  educational  opportunity.  In  this  spirit, 
the  local  SBA  •♦ponsorad  round  table  discussions  between  Utah 
bankers  and  mefhbers  of  the  Utah  Association'  of  Women 
Business  Ounerrt.  Thes^  discussions  helped  to  break  down 
barriers  and  to  bujld  understanding  between  groups.  Loans 
have  since  beert  forthaoming.  This  kind  of  service  is 
'invaluable  for  a  healifhy.  progressive  business  climate. 

Entrepreneurisfn  is  a  Unique  pursuit  in  America.  While  most 
of  us  enjoy  th«  benefit  of  receiving  a  steady  paycheck, 
business  owner?*  are  udder  constant  pressure  to  create 
paychecks  for  others..  Often,  a  good  business  idea  is  present 
but  there  Is  a'lack  of  funds  and  a  need  to  increase  business 
skills.  The  SB*  is  the  only  source  that  provides  such  a 
broad  range  of  supportl  services.  The  role  of  advocacy  is 
equally  crltlcH.  Guartding  against  ove  r  regu  la  tion  from  other 
government  ageicies  arid  the  communication  of  small  business 
needs  to  other  layers  and  offices  of  government  ha*  been  a 
vital  SBA  function. 

:7i?  s,.  ih  :i>i«'  I  .i-t/s..ii  I  .ik,-  (.CIV.  Li.ih  Mii)-'/>in.4it=i-:'*4: 
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Th«  rol«  of  the  SBA  ^ocs  directly  to  Ch«  h«art  of  Amarlcsn 
government.  Trsvestlnq  In  Che  development  of  email  buBlness. 
•nhanclng  economic  grouCh  and  raising  the  quality  of  life 
creates  tax  revenues  ivhlch  uhen  reinvested  in  business, 
produce  more  tax  revenues.  Statistics  prove  this  program  to 
be  an  upuard  iplrallng  economic  stimulant. 

I  Implore  you  to  talk  with  business  euncrs  that  have  uorked 
ulth  the  SBA.  Find  out  hou  difficult  business  start-up  uould 
be  uithout  loan  guarantees.  Look  at  the  Incredibly  lou 
failure  rate  of  SBA  loans.  Consider  that  this  is  a 
government  program  that  Is  really  working,  really  helplngi 

Please  give  y6ur  ful}  support  to  the  Small  Business 
Admlnlstratiort .  Rather  than  voting  against  the  SBA.  please 
consider  the  tBA  as  ^  cabinet  level  poeition. 


Lorraine  Hillfer 

President 

Cactus    B   Tropicals 


cct    Karin    Kanb,    Beehive    Pizza 
Richard    Gray,     Key     Bank 
Lt.    Ooverhor    Oleirie    Ualker 


151 
ZIONS  BANK 


HARBE  H.  SIMMON'S  Zou  His  Kadoul  Sank 

Pnsidatf  Qt^  Soulh  Mjia  Sotst 

Utah    Still 

January  23,  1995 


(BDl}52iU777 


Sent  Via  Facsimile  202  226-7683 


The  Honorable  William  H.  Orton 
U.  S.  House  of  Representatives 
1122  Longworth  House  Office  Building 
Washington,  D.  C.  20515 

Dear  Bill: 

I  am  writing  to  express  my  support  and  the  support  of  Zioas  Bank  for  the  SBA's  7(a)  and  504 
loan  programs.  Zions  Banlc  has  been  a  major  participant  in  both  of  the  programs  and  we  have 
seen  firsthand  how  the  additional  support  by  the  SBA  enables  us  to  leverage  our  resources  and 
to  expand  our  risk  horizon  sufficient  to  accommodate  scores  of  small  businesses  which  would 
not  otherwise  qualify  for  bank  credit.  The  SBA's  504  loan  program  has  been  particularly 
important  as  a  source  of  term  real  estate  credit  for  small  businesses  in  a  marketplace  which  has 
otherwise  been  quite  hostile  in  providing  adequate  financing  for  owner  occupied  real  estate 
projects. 

We  appreciate  your  suppon  of  these  important  programs  and  hope  that  the  congress  will 
sppjsdats  the  tremendous  economic  development  leverage  made  possible  by  these  programs. 


Sincerely  yours, 
Harris  H.  Simmons 


HHS/sh 


1^ 


Ski\Uil 


I   I   S   I    S   I   I   I   E   S 

BiHOnan 

US  House  of  RepresBDiatives 

Waahinpon,  D.  C.  205 1 5 

Dear  Congressman  Onon, 

I  am  writing  in  support  of  the  SBA  divisioii  of  the  US  GovanunfinL  This  is  a  vital  pan  of 
the  American  Dream  and  an  impoitant  way  to  create  mnney  Sai  the  US  Govemmeni. 
Speaking  fimn  e;q>erieace,  I  realize  how  well  the  applicants  are  screened,  the  risks 
invo>ved,  and  v^hat  this  does  fat  business  in  America  today. 

A  couple  of  &cts  to  support  my  point  Ourloan  was  for  117,000.  In  payroll  taxes  alone 
this  year  I  wiH  be  paying  48-60,000  dollars;  dollars  that  would  not  be  in  the  federal 
govenmioits  pocket  without  the  recent  SBA  loan.  Ovtr  the  life  of  the  SBA  loan,  our 
Bimsens,  which  would  not  be  in  busmess  without  the  loan,  win  pay  430-500,000  in  payroll 
raxes  alone.  This  does  not  include  Sate  sales  taxes,  quarterly  federal  taxes,  interest  paid 
on  the  loan,  etc.  That  is  a  HUGE  RETURN. 

As  it  is  plahi  to  see,  the  Federal  Govemment  MAKES  BIG  money  on  these  deals.  They 
come  out  the  biggest  witmer,  althou^  a]l  mvnlved  wm    Any  lending  institurion  would 
covet  these  kinds  of  returns. 

Congressm^  Orton,  this  is  one  area  diat  the  FaiJeral  GnvemTnent  nmiaTly  makes  money 

DO  NOT  CUT  A  PROFIT  CENTER,  such  as  the  SBA  lending.  There  are  many  things 
that  need  to  be  done  to  balance  the  budget,  and  I  am  one  for  that.  A  profit  center  is  not  a 
wise  area  to  art  if  you  are  tiying  to  balance  the  budget.    That  would  be  an  area  to 
increase. 

Bill  Oiton,  I  would  appreciate  your  suppoiTing  vote  for  SBA  lending  fiinds  to  at  least  stay 
the  same,  if  not  to  increase.  I  believe  this  is  one  area  the  Federal  Government  lives  up  to 
what  it  was  created  for.  This  is  an  area  the  Federal  Government  is  succeeding  in  creating 
and  keeping  the  American  Dream  alive.  This  is  one  area  the  Federal  Govemment  is 
creating  money  instead  of  deficit  spending.  Please  sopport  this  in  a  wise  way. 

Sincerely, 


Lauree  W.  Merrell 

President  of  Circle  Lidustries,  L.C. 


ORCLE  INDUSTRIES.  LC. 
P.O.  Box  12)4 
PumsT.  UM(M016 
TkLVKtMe  (gOn*25-80>l 
Fax:  (80111125-11011] 
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nm  Intaraut*  Bwik 

"''    1  ' 

ot  Ut*h,  N.A. 

Exsoutive  Office 

Salt  Lake  aty.UT  84142-1100 

Robert  C.  Qroaa 

801  3S^70« 

Presldom 

FAX  801  360-7115 

First 
Intmntate 

Bank 


January  23, 1995 


Congressman  Bill  Orton 
U.S.  House  of  Representatives 
Washington,  DC   02515 

Dear  Congressman  Orton: 

Since  seventy-five  percent  of  the  businesses  operating  in  the  United  States  are 
classified  as  small  businesses,  it  is  essential  that  access  to  the  bank  financing  be 
available  for  such  things  as  plant  expansion,  working  capital,  and  equipment 
purchases. 

One  of  the  financing  alternatives  available  to  the  small  business  to  help  them 
procure  this  type  of  financing  are  the  SB  A  7-A  Guarantee  Loan  Programs,  as  well 
as  other  U.S.  sponsored  lending  facilities.  With  these  essential  programs  come  the 
opportunity  for  the  small  business  person  to  access  and  use  the  lending  strength  of 
the  banking  conmiunity. 

First  Interstate  Bank  of  Utah  is  a  viable  and  aggressive  partner  in  the  Small 
Business  Administration's  lending  program  here  in  the  State  of  Utah.  First 
Interstate  Bank  approved  twenty  SBA  7-A  loans  to  small  business  owners  in  1994. 
Without  the  help  of  the  SBA,  these  businesses  could  not  have  become  part  of  the 
vibrant  economic  expansion  which  is  so  needed  during  this  time  of  business 
growth.  These  government  programs  provide  essential  jobs  to  our  community,  as 
well  as  providing  essential  goods  and  services  for  the  State. 

First  Interstate  Bank  wants  you  to  know  that  the  SBA  programs  are  an  essential  part 
of  the  economic  vitality  of  the  State  of  Utah,  and  we  sincerely  hope  that  you  will 
reflect  this  feeling  to  Congress  during  your  testimony  on  Wednesday,  January  25, 
1995. 


Sincerely, 
Robert  C.  Gross 


smcereiy. 
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MOUNTAIN  WEST  AUDIO,  INC. 

1920  W  AleiancMr  8t.  (2*10  So.) 
Sail  Laics  City.  Unh  84119 
Phone  (8011  BTS-eaOO 
Toll  FrM  1-<0(V873-8843 
Faj  (801)  B7M3B9 


Januaiy  19, 1995 


CONGRESSMAN  BILL  ORTON 

U.S.  House  of  Rcpretentattves 
Wuhington,  D.C.  20S1S 

Dear  Mr.  Orton: 

We  want  you  to  know  of  our  support  for  the  Snoall  Businew  Administration  and  its  304  lending 
program   There  are  plenty  of  agencies  end  departments  looldng  oit  for  the  Fortune  500 
companies  but  only  the  SBA  helps  the  Uttle  guy. 

We  needed  to  expand  our  business.  We  needed  to  enlarge  our  buildhg  c»-  find  a  largo^  &dlity  but 
the  bank  wanted  a  substantial  down  payment  and  adjustable  terms.  We  knew  we  would  need  to 
cut  into  our  woridng  capital  to  malce  the  project  work  but  cutting  into  our  capita]  would  slow  or 
even  stop  our  growth.  Fortuoatdy  we  heard  about  the  504  program  so  we  were  able  to  put  less 
down,  keep  our  working  capital  intact  and  get  a  twoity  year  fixed  rate  loin  on  nearly  half  of  the 
project  We  know  the  bank  would  have  helped  but  they  didnt  especially  need  our  business  and 
they  didnt  need  to  be  flexible  with  us.  The  SBA  provided  the  jBedbility  and  concern  we  needed 
to  make  our  project  woik. 

The  SBA  is  not  a  'hand-out"  program  but  a  "hand-up'  program.  Wc  have  25  people  who  are  tax 
paying  enq>loyees  because  the  SBA  took  an  interest  in  supporting  our  bunness.  Wehopethe 
agency  can  remain  intact  to  help  others  in  similar  situations. 


Sincer^, 

1V' 


(1>-^ 


Rai0Wi]lianu,CPA 
Assistant  Secretary 
Mountain  West  Audio,  Inc. 
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BANK 
UTAH 


January  20,  1995 


Roy  C.  Nelson 

2605  WasH'ngrori  Bivd 
P.O.  Boi23i 
Ogden.  Utah  W102-0J31 
(801)625-3500 


VIA  Facsimile  (202)  226-7683 


Congressman  Bill  Orton 

US  House  of  Representatives 

Washington,  DC.  20515 

Honorable  Bill: 

Our  Bank  has  been  actively  engaged  in  helping  small  business  through  the 
SBA  7A  and  504  lending  programs.  It  is  very  encouraging  for  us  to  be  able 
to  help  these  businesses  which  have  a  most  difficult  time  in  raising  capital. 
Term  capital  is  a  challenge  these  businesses  must  face  With  SBA  guarantees, 
the  availability  of  term  capital  for  small  business  becomes  a  reality. 

As  a  community  bank  operating  in  Utah,  we  feel  this  is  a  very  important 
contribution  our  Bank  can  make  to  the  expansion  and  growth  of  the  economic 
welfare  of  the  state.  Small  business  as  you  know,  is  highly  represented  in  the 
business  economy  in  Utah.  Funding  for  this  most  important  program  is 
essential  to  the  continued  sound  economic  growth  that  Utah  now  enjoys. 

If  I  can  be  of  further  assistance  regarding  this  matter,  please  let  me  know. 

Sincerely, 


^T" 


President 


RCNXjlj 


156 


"QuAUTY  Is  Our  Product- 


Januiiry  20,  1995 


^jongressman  William  Orton 
3540  S.  400  W.,  Suihp  410 
(test  Valley  City,   OT     04120 

FAX  (801)   965-9350 

Dear  Congressnan  OrLon: 

Dtah  small  businesses  conprisn  98%  ol  our  State's 
bijH i n^!n^^t±s .  Siiall  business  issues  which  you  will  be 
considering  diinng  l.he  1995  legislative  session  wi  11 
be  critical  to  Utah's  nnonomy!  7\s  a  small  business 
owner,  I  am  writing  this  Iftt^r  Ix)  lUHke  you  aware  of 
the  inportance  of  continued  siiEport  cjf  Uie  .Snail 
Business  Administration  (SBA)   Loan  l'rogr;inK. 

Wf=!  are  a  recipient  of  an  SBft  loan  and  know  that, 
siall  business  is  BIG  htisinpss  in  Dtah.  It  is 
unjortant  for  you,  as  my  elected  official,  to  know 
that  I  firmly  si^parL  Lhe  SEA  and  its  programK.  T 
would  like  to  sec  your  vigorous  supfort  of  the  ShW 
to  assure  its  adequate  funding  for  the  future 
benefit  of  our  state  economy. 


■f^mi^ 


Ite/iti) 


•  909  West  2100  South  •  Salt  Lake  City,  UT  S4110  • 

Mailing  Address: 
•  P.O.  Box  27515  •  Salt  Lake  City,  UT  84127  -  0515  • 
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BBB 

M 


GURRDIRN 
STRT^  BRNK 


Dan  P.  Mercer 

President 


(801)  966-3333 


January  23,  1995 


Congressman  Bill  Orton 
U.S.  House  of  Representatives 
Washington,  D.C.  02515 

Dear  Congressman  Orton: 

In  anticipation  of  your  testimony  before  Congress  on  January  25.  1995  regarding 
the  value  of  SB  A,  I  wish  to  share  my  views  in  support  of  the  programs. 

As  you  are  surely  aware,  small  businesses  do  not  have  the  same  access  to  capital 
as  do  large  businesses.  Banks  are  usually  unwilling  to  make  long-term  loans,  the 
kind  most  needed  by  small  business,  with  short-term  deposit  bases.  The  SEA 
loan  programs  bridge  that  capital  gap.  Available,  affordable  capital  for  growth, 
expansion  and  employment  is  imperative  for  the  success  of  small  businesses, 
especially  here  in  Utah. 

An  independent  study  of  the  SBA  7(a)  program  concluded  that  the  program  was 
highly  effective  in  meeting  the  credit  needs  of  small  business,  with  low  up-front 
costs.  By  providing  jobs,  generating  sales  revenues  and  payrolls,  and  pumping 
tax  dollars  into  federal,  state  and  local  government  coffers,  businesses  using  the 
SBA  7(a)  loan  program  are  infusing  the  economy  at  a  rate  far  exceeding  any  costs 
associated  with  the  program.  The  appropriations  made  for  this  SBA  7(a)  program 
are  leveraged  35  to  1  by  the  private  sector,  making  this  one  of  the  government's 
best  economic  development  investments. 

I  encourage  you  to  give  your  full  support  to  continuation  of  the  SBA  7(a) 
program  with  funding  to  meet  the  growing  demands  of  small  businesses  in  Utah 
and  throughout  the  United  States. 

Sincerely, 


^^  T^' 


(801)943-9738 

Dan  P.  Mercer 

Sandy 

140  Wes:  9000  Sojih 

President 

Sandy,  Utah 
84070 

DPM/kw 

(801]  566-9700 

87-665    95-6 
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^iM'HJJifW 


January  23,  1995 


Congressman  William  Orton 
3540  South  400  West 
Suite  410 
West  Valley  City.  UT  S4120 

Dear  Congressman  orton: 

L'.S.  Holographies  is  a  recipient  of  three  SBA  loan  programs.  These 
loans  have  helped  U.S.  Holographies  grow  from  a  small  company  (with 
only  12  employees)  to  a  very  successful  larger  company  (with  150 
employees)  . 

Please  support  the  SBA.   It  helps  Utah. 

Sincerely, 

U.S.  HOLOGRAR 


iJave  Rayfield,  President. 
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Scientific  Landscape  Services  A  Supplies 

721  So.  5500  W. 

Salt  LaKe  City,  Utah  841 04 

(801)630-4860 


January  20.  1995 


CONGUSnUUI  BILL  ORIOK 

U«S»  House  of  RapreaenCatlveG 

Hashlngton,  B.C.  2051S 

Dear  Mr.  Or ton: 

We  want  you  to  know  o£  our  support  for  th«  Saall  Bu«la««a  AdBlnlatratlon 
«ad  Ita  304  landing  program.   There  are  plenty  of  agenclaa  and  dapart- 
manta  for  the  Fortune  300  companies  but  only  the  SBA  advooata*  aoiall  bus— 
ioese. 

Ha  needed  to  expand  and  diversify  our  bualnee*  la  order  not  only  to  grow 
buc  CO  survlvu.   W«  needed  to  anlaree  our  space  or  find  a  larger  faoility 
^t  the  banks  wanted  a  substantial  down  payaent  and  adjunkable  terms.  He 
knew  we  would  need  to  cut  Inro  our  workxns  capiLal  to  make  tha  projecc 
work  but  doing  tlwt  would  alow  or  even  acop  our  plana  fur  growth.   Fort- 
unately we  heard  about  the  )04  progran  la  which  ««  were  able  to  puc  lesa 
dovn,  keep  our  working  capital  Incact  and  get  a  Lwauty  year  fixed  rata 
loan  at  a  very  good  rate  on  nearly  half  the  proJeoL.  The  bank  would  have 
helped  but  there  teras  and  conditions  may  not  have  allowed  ua  co  sake  (.he 
project  work. 

The  SBA  504  progroa  allovred  us  the  measa  to  construct  a  building  that  haa 
allowed  our  coapany  to  dlvscsil/  la  to  two  new  associated  landscape  araaa. 
Hitb  this  move  we  hava  created  2  new  full  time  joba  as  well  oa  savscal  new 
saaaonal  Jobs.   Xn  addition  a  coapany  that  was  on  a  downhill  slide  now  has 
the  capacity  and  diversity  to  become  a  mora  profitable  company  and  a  big- 
ger coapany  than  ever  before.   It  seems  absurd  co  me  that  yUei^fedfiral  gov- 
emment  la  eoneidcriag  taking  eway  one  of  the  few  ways  that  really  do  pro- 
vide help  to  saall  business.   Small  Businesa  which  is  now  the  beckbone  of 
American  buainees. 

The  SBA  la  not  a  "hand-out"  program  but  ie  a  "hand-up"  program.  Ha  h*ve 
a  growing  buainees  vlch  many  ns«  ruveous  opjiorcunlclea  because  the  SBA 
took  an  interest  in  supporting  our  buslneea.  Vb  aolicic  you  to  keep  cha 
5SA  intact  to  help  other  small  buaineas  people  In  similar  slcuatluna. 


Sincerely, 


)filllaB  Forter-Prasldent 

^&ientlfic  Landscape  Services  &  Supplleu 
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.Metalcraft 

■  technologies  INC, 

498  North  111  A  West  •  CeciarClty,  Utah  84720 
(8QI)586-:-B71  .  FAX  (801)580-0289 

December  13,  1994 


Congressman  William  Orton 
3540  So  4000  W  ,  Suite  410 
West  Valley,  UT  84120 


Dear  Congressman  Orton. 

I  own  and  operate  a  small  business  in  Southern  Utah    You  may  know  of  the  problems  facing  a 
small  business  owner  today.  Some  of  these  include,  over  regulation  by  Federal  and  State 
regulators,  taxation  issues,  employee  problems  and  last  but  not  least  a  lack  of  capital.  That's  what 
I  want  to  talk  to  you  about,  the  lack  of  capital. 

I  have  recently  expanded  my  business.  With  the  help  of  my  local  bank  and  the  SB  A  I  was  able  to 
arrange  the  needed  capital  on  the  terms  I  could  afford  to  pay.  Without  the  SBA  prograjns  I 
would  not  have  been  able  to  finance  my  small  business. 

I  am  concerned  with  the  idea  that  we  can  cut  SBA  programs  to  help  balance  the  budget. 
Balancing  the  Federal  budget  should  be  a  priority  item.  However,  the  SBA  provides  capital  for 
me  to  grow  and  employ  more  people.  This  in  turn  increases  the  revenues  from  taxes.  Taking 
away  this  source  of  capital  will  make  it  very  difficult  for  small  businesses,  particularity  in  Southern 
Utah  to  get  loans  on  favorable  terms 

I  hope  you  will  use  your  influence  to  maintain  or  even  increase  the  fijnding  levels  of  the  SBA    Its 
a  ^atal  asset  !o  my -small  business 


David  J.  Grant 

Metalcrafl  Technologies,  Inc. 

Cedar  City,  UT 
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C  &  S  SUPER  WASH 

10914  Bay  Meadows  circle 

Sandy,  UT  84092 

(801)  572-1293 


January  19,  1995 

Congressman  William  Orton 
3540  S.  400  W.,  suite  410 
west  Valley  City,  UT  84120 

FAX  (801)  965-9350 

Dear  Congressman  Orton: 

Utah  small  businesses  comprise  98%  of  our  State's  businesses. 
Small  business  issues  which  you  will  be  considering  during  the  1995 
legislative  session  will  be  critical  to  Utah's  economyl  As  a  small 
business  owner  I  am  writing  this  letter  to  make  you  aware  of  the 
importance  of  continued  supprt  of  the  Small  Business  Administration 
(SBA)  Loan  Programs. 

I  am  a  personal  recipient  of  an  SBA  loan  and  know  that  small 
business  is  BIG  business  in  Utah.  It  it  important  for  you,  as  my 
elected  official,  to  know  that  I  firmly  support  the  SBA  and  its 
programs.  X  wouXd  like  to  see  your  vigorous  support  of  the  SBA  to 
assure  its  adequate  funding  the  for  future  benefit  of  our  state 
economy . 

Sincerely, 


CSS  SUPER  WASH 

Cara  Mayner,  President 
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(801)637-1972 
FAX  (801)  637-6167 
Toll  Free  1-800-944-0219 


354  South  Hwy  55 

P.O.  Box  743 

Price.  Uuh  84501 


January  19,  1995 


CONGRESSMAN  BILL  ORTON 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Orton: 

It  is  my  deepest  concern  that  I  write  you  regarding  the  misconception  that  all  government  is 
"bad".  I  am  writing  in  very  strong  support  of  the  Small  Business  Administration  which  has  not 
only  made  it  possible  to  be  in  business,  but  to  recently  secure  funding  for  our  expansion. 
This  expansion  would  not  have  been  possible  either,  if  it  was  not  submitted  before  January  1, 
1995.  The  loan  limit  was  reduced  to  $500,000  on  7A  type  loans,  which  would  not  be 
enough  now  to  help  us.  We  employ  24  people  total,  20  of  which  are  full  time  in  order  to  run 
our  dealership.  When  we  expand,  we  are  projecting  additional  employment  of  6  to  10  more 
full  time  people. 

This  business  when  bought  by  me  on  February  21,  1992  only  employed  13  full  time  people, 
now  it  employs  20  full  time  people,  and  by  June  31,  1995  we  will  employ  a  minimum  of  26 
full  time  people.  We  have  also  doubled  our  business  volume  to  just  under  10  million. 

We  tried  several  sources  to  get  conventional  financing  to  purchase  this  facility  as  well  as 
fund  our  expansion.  In  the  beginning  down  payment  and  working  capital  were  critical.  One 
factory  even  told  us  we  did  not  have  the  working  capital  to  sell  the  amount  of  cars  we  had 
projected.  They  were  correct  quite  often. 

The  Small  Business  Administration  was  very  instrumental  in  the  purchase  of  our  business 
with  it's  504  20-year  fixed  rate  loan  and  now,  again,  with  it's  7A  program  for  our  expansion. 


FORD  •  UNCOLN  •  MERCURY 
CHRYSLER  •  PLYMOVHt  •  DODGE  •  JEEP  •  EACLE 
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The  SBA  has  been  a  government  agency  which  has  helped  me  become  a  successful 
business  owner  and  brought  jobs  and  large  tax  dollars  to  our  rural  community.  Please  look 
at  other  agencies  to  cut .  Cutting  this  program  would  be  a  grave  mistake,  in  my  opinion. 

Sincerely, 

COMMUNITY  MOTORS,  INC. 


^GUST  G.  KALATZES 
President 
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REDMAN  VAN  &  STORAGE  CO. 


January  19,  1995 


CON<SiESSH&N  BIZJ.  ORTORN 

U.S.   House  o£  Representa'tives 

Washington,    D.C.      20515 

D«ar  Hr.   Orton: 

We  want  you  to  know  of  our  support  for  the  Small  Business 
Administration  and  its  504  lending  program.  There  ara 
plenty  o£  agencies  and  departments  looking  out  for  the 
Fortune  500  companies  but  only  tbe  SB&  helps  the  little 
guy. 

We  needed  to  expand  our  business.  We  needed  to  enlarge 
our  building  or  find  a  larger  facility  but  the  bank 
wanted  a  substantial  down  payment  and  adjustable  terms. 
We  knew  we  would  need  to  cut  into  our  working  capital  to 
naJce  the  project  work  but  cutting  into  our  capital  would 
slow  or  even  stop  our  growth.  Fortunately,  we  heard 
about  the  504  program  so  we  were  able  to  put  less  down, 
keep  our  working  capital  intact  and  get  a  twenty  year 
fixed  rate  loan  on  nearly  half  of  the  project.  We  know 
the  bank  would  have  helped  but  they  didn't  especially 
need  oOr  business  and  they  didn't  need  to  be  flexible 
with  us.  The  SBA  provided  the  flexibility  and  concern  we 
needed  to  make  our  project  work. 

The  SBA  is  not  a  "hand-out"  program  but  a  »hand-up" 
program.  We  have  98  people  who  are  tax  paying  employees 
because  the  SBA  took  an  interest  in  supporting  our 
business.  We  hope  the  agency  can  remain  intact  to  help 
others  in  similar  situations. 


C.  Eberhardt 
President 
Redman  Van  &  Storage  Co. 


If  itlAllU-M 
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SPRING 


^^J^ 


SPRING  AIR"  MATIRESS  COMPANY 

402  West  300  North  •  Salt  Lake  City,  Utah  84103 
Phone  (801)  355-1453  •  Fax  (801)  359-9115 


Januazry  19,    1995 


Congressman  Hilliam  Orton 
3540  S.  400  W. ,  Suite  410 
West  Valley  City,  OT  84120 

FAX  (801)  965-9350 

Dear  Congressman  orton: 

ntah  small  businesses  comprise  98%  of  our  State's  businesses. 
Small  business  issues  which  you  will  be  considering  during  the  1995 
legislative  session  will  be  critical  to  Utah's  economy!  As  a  small 
business  owner  I  am  writing  this  letter  to  ma)ce  you  aware  of  the 
importance  of  continued  supprt  of  t:he  Small  Business  Administration 
(SBA)  Loan  Programs. 

I  am  a  personal  recipient  of  an  SBA  loan  and  )aiow  that  small 
business  is  BIG  business  in  Utah.  It  it  important  for  you,  as  my 
elect-sd  official)  to  )cnow  that  I  firmly  support  the  SBA  and  its 
programs.  I  would  like  to  see  your  vigorous  support  of  the  SBA  to 
assure  its  adequate  funding  the  for  future  benefit  of  our  state 
economy . 

sincerely, 


^i— 


SPRING  AIR  MATTRESS 
Tom  LeDuc,  President 


SPRING  AIR®    Reshaping  rhe  Way  the  World  Sleeps 
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P  O.  Box  720  •  850  S.  Carbon  Avenue 

Price,  Utah  B4501 

(801) 637-4002 


January  19 , 1995 


Congressman  Bill  Orton 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 


Dear  Mr.  Orton: 

It  is  with  growing  concern  that  I  write  you  regarding  the 
misconception  that  all  government  is  "bad".  I  am  writing  in 
support  of  the  Small  Business  Administration  which  has  made  it 
possible  for  me  to  be  in  business.  I  employ  18  people  to 
operate  a  convenience  store  S,  fuel  stop  along  with  a  fast  food 
outlet . 

I  tried  to  get  conventional  financing  to  construct  my  building 
but  my  bank  did  not  believe  1  was  ready.  The  problem  was  the 
down  payment  which  would  have  eaten  up  all  my  working  capital. 
Enter  the  SEA  and  its  "504"  lending  program  which  helped  me 
qualify  with  a  smaller  down  payment  and  a  twenty  (20)  year  fixed 
rate  on  nearly  half  of  my  loan.  Since  getting  the  loan  I  have 
added  a  number  of  new  personnel  and  my  business  has  grown  by 
40%  . 

The  SBA  is  one  government  agency  which  helps  pay  for  itself  by 
allowing  people  to  help  themselves.  Please  look  at  cutting 
programs  which  benefit  only  a  select  few  or  are  handouts,  not 
programs  that  help  build  our  country. 


Sincerely , 


^S^K^-1^/^»^&^^^ 


Circle  K  Ranch  DBA  Market  Express  Inc. 
Partner/  Angelo  Kiahtipas 
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ROYALS  KOODTOWN 

PO  Box   208 

LOA,  UT  84  74  7 

801  836-2841 


January  19,  1996 


CONGRESSMAN  BILL  ORTON 

U.S.  House  of  Representatlvea 

Waahington,  D.C.  20615 

Dear  Mr.  Orton: 

Wo  want  you  to  know  of  our  support  for  the  Small  Bueinesa 
Administration  and  Ita  604  lending  program.   There  Rre 
plenty  of  ogenciea  and  departments  looking  out  for  th« 
Fortune  500  companies  but  only  the  SBA  helps  the  little  guy. 

We  needed  to  expand  our  business.   We  needed  to  enlarge  our 
building  or  find  a  larger  facility  but  the  bank  wanted  a 
Bubatantlal  down  payment  and  adjustable  terms.   We  knew  we 
would  need  to  cut  into  our  working  capital  to  make  the 
project  work  but  cutting  into  our  capital  vould  slow  or  even 
Stop  our  growth.   Fortunately  we  heard  about  the  504  program 
so  we  were  able  to  put  lesB  down,  keep  our  working  capital 
intact  and  get  a  twenty  year  fixed  rate  loan  on  nearly  half 
of  the  project.   We  know  the  bank  would  have  helped  but  they 
didn't  especially  need  our  business  and  they  didn't  need  to 
be  flexible  with  ug,   The  SBA  provided  the  flexibility  and 
oonc^rn  we  needed  to  make  our  project  work. 

The  SBA  ia  not  a  "hand-out"  program  but  a  "hand-up"  program. 
We  have  19  people  who  are  tax  paying  employeea  because  the 
SBA  took  an  interest  in  supporting  our  businesg.   We  hope 
the  agency  can  remain  intact  to  help  othora  in  similar 
situations. 


Sincerely  I 


Newell  E.  Harward, 
Royal ■  Foodtown 
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cranuary  19,   i99S 

Cen^rssuian  WlXll*a  orton 
3940  8.  400  v.,  suit*  410 
Wast  Vall«y  City,    QT  •4120 

rAX   (Boi)    •a9-»9ao 

Daair  CangrsswoAn  orcan: 

Utah  aaal}.  busliMBa**  eeopris*  98t  a£  our  Stats '■  businaaaas. 
BBall  bualnaaa  issuaa  wbieh  yeu  will  b«  eonsidarlng  during  the  1995 
laglslativa  aaaalon  will  be  eritloal  to  Utah's  aconony'  As  a  saall 
bualnass  owner  Z  aa  vrltin?  uils  letter  to  aaJca  yeu  aware  of  th* 
lapercanos  of  oontlnuaa  supprt  of  tha  Ssall  Bualnaaa  AdKlniatratlon 
(•Bft)  Loan  Prograsa. 

X  as  a  paraonal  raolpiant  of  an  6BA  lean  and  know  tbat  aaall 
bualnaaa  la  BIO  bualnaaa  In  Utah,  xt  ie  ispertazrt  for  you,  aa  oy 
eleotad  offloial,  to  know  tbat  I  firaly  aupport  the  SBA  an4  Its 
pregraaa.  Z  would  Ilka  to  aaa  your  vigorous  support  of  the  8BJI  to 
aasura  Ita  adequate  funding  tha  for  future  benefit  of  our  state 
aoonoay. 
Sincerely, 


^a^  ^^    /1^<^ 


CACHE  VALLEY  CRAFTS 

885  SOUTH  MAIN 
SMITHFIELD,  UTAH  84338 
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11  South  flaln 
n«yfleld.  Utah  8^6^3 
<eOl)  5S8-3550 


Congressman  Sill  Qrton  January  20 i  1995 

U.S.  House  o-f  RepreB©nt«tivee 
Washlneton,  D.C.  8031S 

Dsir   Mr.  Or ton » 

This  letter  ig  written  to  «»k  you  to  look  very  seriously  at 
CoverniT>»nt  programs  that  help  those  who  halp  themselvau. 

This  l»Bt  year  with  the  h^Jp  of  th»  Bnsll  Bueln»«» 
Administration;  my  wi-fe  and  I  were  abl*  to  purch»»»  a  •mall 
Business,   This  is  generally  not  too  notevgorthy  except  for 
the  ftct  that  I  have  b*en  blind  for  the  past  tw»lv«  yesr*. 
None  of  the  finance  institutions  were  intere«t»d  in  oup 
proposal  until  SBA  got  involved. 

Ue  now  employ  fifty  in  &  town  of  five  hundred,  our  payroll  is 
nearly  half  •  million  a  year.   This  is  significant  for 
Sanpete  County.   So  I  B»k  you  to  consider  v»ry  carefully  the 
ramif ic«t ions  of  discontinuing  a  program  that  can  have  such  a 
positive  impact  in  rural  America. 

Mb  want  you  tc  know  how  much  we  appreciate  your  effort*.   You 
have  spsnt  slot  of  time  listsnjng  to  the  people  in  your 
district  and  h«vB  shown  e  Genuine  Intereet  in  their  welfare. 
Thank  you. 


Sincerely 


3^(&^yJ^  ^£j^^0^^iy\^ 


Bill  I,   Cindy  Peterson 
Manti 
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Jantuzy  19,    1995 

Congywnn  lri.xit«B  ercen 
3S40  8.  400  v.,  aulta  410 
mmmt.  Vallay  city,  UT  84120 

FMC    (aoi)     909-9^90 

Dsax'  cangr«s*aan  orfcen: 

Dtah  asBll  tnamiynaeama  egaqprls«  98%  of  ottr  Ststc'e  busiseaees. 
saall  business  issues  vfaicfa  you  vill  b«  ooamiOmrlitq  during  tHe  1995 
lagislafeiv*  sttssion  vill  l»e  eritle«l  ce  TlCob's  econosyl  As  a  Bmall 
busiaas*  ewnar  z  aa  wri^ln^  this  Isttar  to  Baica  you  avaz«  o£  th* 
iapereanoa  o(  contiauca  supprt  of  tba  Saall  BusizMSs  Administration 
(SB&)    iioan  Fregzaas. 

I  aa  a  parsenal  raclpia&t  of  an  SBA  loan  and  Jcbov  ttoat  saall 
businass  is  BIO  iKisineBS  in  Dtah.  It  ix  iapertant  for  you,  as  ny 
al«oted  official,  to  knov  tbat  I  fizaly  support  the  SB&  and  its 
prograas.  X  voald  lika  to  •••  your  vigorous  support  of  the  SBA.  to 
assurs  its  adequate  fonding  tba  fox-  fatuz«  bcnafit  of  our  state 
•eonony. 
Sinoaraly, 


^^-^-..^rz  (jLy<.^_ 
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Decembers,  1994 


Congressman  William  Orton 
3540  So  4000  W.,  Suite  410 
WestVaUey.  UT  84120 


Dear  Congressman  Orton: 

I  own  and  operate  a  small  business  in  Southern  Utah.  You  may  know  of  the  problems  facing  a 
small  business  owner  today.  Some  of  these  include,  over  regulation  by  Federal  and  State 
regulators,  taxation  issues,  employee  problems  and  last  but  not  least  a  lack  of  capital.  That's  what 
I  want  to  talk  to  you  about,  the  lack  of  capital. 

I  have  recently  expanded  my  business.  With  the  help  of  my  local  bank  and  the  SB  A I  was  able  to 
arrange  the  needed  capital  on  the  terms  I  could  afford  to  pay.  Without  the  SB  A  programs  I 
would  not  have  been  able  to  finance  my  small  business 

I  am  concerned  with  the  idea  that  we  can  cut  SBA  programs  to  help  balance  the  budget. 
Balancing  the  Federal  budget  should  be  a  priority  item    However,  the  SBA  provides  capital  for 
me  to  grow  and  employ  more  people.  This  in  tura  increases  the  revenues  fi-om  taxes.  Taking 
away  this  source  of  capital  will  make  it  very  difficult  for  small  businesses,  particularity  in  Southern 
Utah  to  get  loans  on  favorable  terms. 

I  hope  you  will  use  your  influence  to  maintain  or  even  increase  the  funding  levels  of  the  SBA.  Its 
a  vital  asset  to  my  small  business. 


Sincerely, 


-=7^^ 


Ken  Bettridge 
Bettridge  Distributing 
Cedar  City,  UT. 
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January  19,  1995 

Congressman  William  Orfeon 
3540  S.  400  W.,  Suite  410 
West  valley  City,  DT  84120 

FAX  (801)  965-9350 

Dear  Congressman  Orton: 

Utah  small  businesses  comprise  98%  of  our  State's  businesses. 
Small  business  issues  which  you  will  be  considering  during  the  1995 
legislative  session  will  be  critical  to  Utah's  economy!  As  a  small 
business  owner  1  am  writing  this  letter  to  make  you  aware  of  the 
importance  of  continued  supprt  of  the  Small  Business  Administration 
(SBA)  Loan  Programs. 

I  am  a  personal  recipient  of  an  SBA  loan  and  taiow  that  small 
business  is  BIG  business  in  Utah.  It  it  important  for  you,  as  my 
elected  official,  to  know  that  I  firmly  support  the  SBA  and  its 
programs.  I  would  like  to  see  your  vigorous  support  of  the  SBA  to 
assure  its  adequate  funding  for  the  future  benefit  of  our  state 
economy . 

Sincerely, 


Kosta  Luras 

T>ie  Other  Place  ResLaurant 

Uhl   East  300  South 

Salt  Lake  City,  Utah  84111 

801  521-6567 
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Bear  West 


145  Sou*  400  East 
Salt  Lake  City.  Utah  84 1 U 
(801)  355-8816 
Fax: 355-2090 


January  20.  1995 


The  Honorable  Bill  Oiton 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Congressman  Orton: 

Up  until  we  outgrew  the  space  and  situation,  our  finn  rented  shared  space  from 
a  law  firm  across  the  street  from  your  old  firm  on  Exchange  Place.   Thanks  to  an  SBA 
loan  and  the  expert  assistance  of  an  SBA  loan  officer  at  Key  Bank  in  1992,  we  were 
able  to  purchase  a  former  home  east  of  downtown  Salt  Lake  City  and  convert  it  into 
comfortable,  unique  office  space  in  keeping  with  the  character  of  the  building. 

This  move  has  allowed  us  to  add  employees,  to  better  refine  our  identity  as  a 
company,  and  to  begin  to  build  equity.  We  view  this  move  as  a  major  step  in  the  long 
term  security  and  fixture  of  our  firm.   It  would  not  have  been  possible  without  the 
flexibility  for  small  business  financing  afforded  through  the  Small  Business 
Administration  loan  prugraiu.    Oui  loan  piovided  us  the  means  to  acquire  the  bxiilding 
and  property,  hire  an  architect,  hire  a  construction  company,  and  make  a  few  necessary 
business  equipment  purchases  —  an  immediate  $210,000  shot  in  the  arm  of  the  local 
economy  and  the  means  for  a  long  term  contribution  from  this  small  business,  Bear 
West.  Consider  supporting  retention  of  the  Small  Business  Administration. 


Respectfully  yours. 


Earhart 
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ESP+ 

4170  South  4900  West 

West  Valley  City,  UT  84120 

(801)  262-0074 


January  19,  1995 

Congressman  William  Orton 
3540  S.  400  W,,  Suite  410 
West  Valley  City,  UT  84120 

FAX  (801)  965-9350 

Dear  Congressman  Orton c 

Utah  small  businesses  comprise  98%  of  our  State's  businesses. 
Small  business  issues  which  you  will  be  considering  during  the  1995 
legislative  session  will  be  critical  to  Utah's  economy!  As  a  small 
business  owner  I  am  writing  this  letter  to  make  you  aware  of  the 
importance  of  continued  supprt  of  the  Small  Business  Administration 
(SBA)  Loan  Programs. 

I  an  a  personal  recipient  of  an  SBA  loan  and  know  that  small 
business  is  BIG  business  in  Utah.  It  it  important  for  you,  as  my 
elected  official,  to  3aiow  that  I  firmly  support  the  SBA  and  its 
programs.  I  would  like  to  see  your  vigorous  support  of  the  SBA  to 
assure  its  adequate  funding  the  for  future  benefit  of  our  state 
economy. 

Sincerely, 


CM-- 


ESP  + 

Allen  Moore,  President 
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'Discfi  ^untToC  !}{omc 

3S6^lsrrtfilCJ01i'est  •  T.O.'Bo3illl9 

Moat,  lltak  84S32 

(801)259-6753 


January  18,  1995 


Congressman  Bill  Orton 

U.S.  House  of  Representatives 

Washington,  D.C.  20S15 


Dear   Mr.   Orton i 

It  1b  vlth  growing  concern  that  I  wrtle  you  regarding  the 
misconception  that  all  government  is  "BAD".  I  am  writing 
In  support  of  the  Small  Business  Administration  which  has 
made  it  possible  for  rae  to  own  and  operate  my  own  business. 

I  tried  for  over  one  year  to  get  conventional  financing  to 
obtain  my  business,  but  my  bank  didn't  come  through.  The 
problem  was  that  I  was  young  and  didn't  have  a  lot  of  experience 
in  operating  a  business  and  also  that  the  down  payment  would 
have  made  it  Juat  about  Impossible  for  me  to  have  enough  working 
capital  to  run  the  businesB.  The  SBA  and  its  "504"  lending  program 
which  helped  me  to  qualify  with  a  smaller  down  payment  and  a  lower 
interest  and  a  10  year  fixed  rate  on  nearly  half  of  my  loan. 
Since  getting  the  loan  I  have  been  able  to  have  my  own  business 
and  be  able  to  help  my  community. 

The  SBA  is  one  government  agency  which  helps  pay  for  Itself  by 
allowing  people  to  help  themselves.  Please  look  at  cutting 
other  programs  which  only  benefit  a  select  few,  rather  than  a 
program  that  is  out  there  for  the  vast  majority. 


Dlsch  Funeral  Home 
Moab,  Utah 
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UTAH  BAKK  NOTE 
74  West  Vine  St. 
Murray,  UT  84107 

(801)  262-0074 


January  19,  1995 

Congressman  William  Orton 
3540  S.  400  W.,  Suite  410 
West  Valley  Gity,  UT  84120 

FAX  (801)  965-9350 

Dear  Congressman  Orton: 

Utah  small  businesses  comprise  96%  of  our  State's  businesses, 
small  business  issues  which  you  will  be  considering  during  the  1995 
legislative  session  will  be  critical  to  Utah's  economy!  As  a  small 
business  owner  I  am  writing  this  letter  to  make  you  aware  of  the 
importance  of  continued  supprt  of  the  Small  Business  Administration 
(SBA)  Loan  Programs. 

I  am  a  personal  recipient  of  an  SBA  loan  and  know  that  small 
business  is  BIG  business  in  Utah.  It  it  important  for  you,  as  my 
elected  official,  to  know  that  I  firmly  support  the  SBA  and  its 
programs.  I  would  like  to  see  your  vigorous  support  of  the  SBA  to 
assure  its  adequate  funding  for  the  future  benefit  of  our  state 
economy . 

sincerely,  /  , 


UTAH  BANK  NOTE 

Bud  Pannier,  President 
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HOUSE  SMALL  BUSINESS  COMMITTEE 

7(a)  HEARING 

CHARTS 

January  25,  1995 
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7(a)  Loan  Funding 

1.  Subsidy  appropriated  by  Congress:    S2. 74  per  SlOO  loaned 

2.  Guaranty  fee  from  borrowers:    2% 

3.  Lender's  participation  in  form  of  loans 

4.  Funds  available  for  loans 

5.  Repayments  by  borrowers  to  participating  lenders 

6.  Loan  losses       -  .  ' 
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